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© 1961 ROYAL McBEE 


GET YOUR SALES REPORTS WHILE THEY’RE STILL FRESH...WITH 
A LOW-COST ROYAL McBEE SYSTEM TAILORED TO YOUR NEEDS. 





Up-to-date sales information—in time to do something Adaptable to the needs of any size business. We don't 
about it. What’s the data on your latest sales? Is busi- sell you a system. We develop the system that you need. 
ness volume hitting its potential — by product? By For over 50 years, our representatives have been 
customer? By division? By territory? And what about solving business problems with flexible Royal McBee 
distribution? Is it spotty...or good? Get equipment. Your Royal McBee man vill 


your sales facts while they’re still perti- GY, E be glad to discuss a low-cost system 
nent—with low-cost Royal McBee systems. tailored to your needs. Why not call him? 
Analyze your sales reports while they're Or write to Royal McBee Corporation, 
still fresh enough for decisive action. SPECIALISTS IN BUSINESS MACHINES 850 Third Avenue, New York 22, N. Y. 
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AT THIS POINT A SERIES OF 
ELECTIVES, COVERING THE 
ADDITIONAL SUBJECTS, IS 
TO BE CHOSEN. THE MOST 
LOGICAL COMBINATIONS 
FOR SPECIFIC GOALS ARE 
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To prepare each student for a specific vocational objective, IAS offers an elective 
program covering a wide range of accounting and allied management subjects. 


A thorough foundation in Accounting Elements and General 
Accounting is acquired through completion of the first 40 assign- 
ments. The student then selects from the electives shown on the chart 
those leading to his immediate job objective. Each elective consists 
of 10 or 20 comprehensive assignments, as indicated by the length 


of the bar on the chart. 


No time is lost as the student progresses directly to his specific 
goal. Then, through the IAS Life Scholarship Privilege granted to 
each Diploma Course (90 assignments) graduate, a broader knowl- 
edge of accounting and management can be acquired through the 
study of any, or all, of the other electives, af no additional cost. 


A CORRESPONDENCE SCHOOL SINCE 1903 
209 weer JACKSON BOULEVARD « CHICAGO 6G, ILLINOIS 

















A RETURN ON McEACHRON ARTICLE 


Editors, THE CONTROLLER: 

The October 1961 issue of THE CON- 
TROLLER contains a well-written and well- 
reasoned article by W. D. McEachron en- 
titled ‘‘Profitability Index in Investment 
Evaluation.” It describes in excellent 
fashion the discounted cash flow tech- 
nique for determining a project's return 
on investment for comparison with the 
firm’s cost of capital. My comments be- 
low take issue with one of the basic char- 
acteristics of the method: its assumption 
that there need be no concern with what 
is done with the capital recovered. 

The assumption is well stated by the 
author on page 480: “What is done with 
the capital recovered has no bearing on 
the attractiveness of this particular proj- 
ect. The income from investing it in some 
other project is the evaluation concern of 
that other project, not this one.” 

While the position may be defensible 
from the standpoint of a financial analyst 
working within the firm, it is my conten- 
tion that there can be other positions that 
are equally valid (and perhaps even more 
important from the standpoint of the top 
management of the enterprise). A lot de- 
pends on the question to be answered. 

While the author does not specifically 
state the question his technique is de- 
signed to answer, it seems to be this: 
What is the uniform rate of return on the 
unrecovered portion of the capital orig- 
inally committed to this project? The au- 
thor is concerned only with the ‘‘closing 
investment” at the end of each year, that 
is, the unrecovered balance of the initial 
investment. 

But suppose top Management wants 
the answer to a different question? Sup- 
pose top management wants the answer 
to this question: What will be the return 
on the initial capital going into this proj- 
ect? Suppose top management wants this 
question answered several ways; for ex- 
ample: What is the rate of return on int- 
tial capital for the first three years of the 
project’s life or for the entire life of this 
project, or for some other period? These 
questions are quite reasonable and proper; 


indeed, I would argue that they show/d be 
asked by top management. 

To my mind, it would not be sufficient 
for the analyst to answer, “But you 
shouldn’t be concerned with the s7tial 
capital going into this project. You should 
only be concerned with the unrecovered 
balance.” I cannot agree that the analyst 
can always assume that top management 
is interested only in the return on the un- 
recovered capital. 

It seems to me that in the real world 
of a growing enterprise, top management 
should start with the assumption that the 
funds going into the project are perma- 
nent additions to the firm’s total invested 
capital. This assumption makes sense 
even though top management knows full 
well that some of those funds represent 
capital recovered from earlier projects. It 
follows, then, that top management might 
well ask this question: What will we earn 
on the initial capital needed for this proj- 
ect? 

The advocate of the discounted cash 
flow method may reply, “I am interested 
only in the earnings on the unrecovered 
balance because I know we can earn a 
similar rate on the recovered capital.” 
This, indeed, is the implicit assumption 
of the method. If this be known, and rec- 
ognized, and true, then the discounted 
cash flow technique will serve. It is a 
nice, neat, orderly and precise mathemat- 
ical computation. It doesn’t have any 
bothersome, loose ends dangling around 
to mess up the picture. 

For an enterprise growing continuously 
by the steady addition of permanent capi- 
tal, each new project commits the enter- 
prise to invest at least that portion of the 
cash flow tagged as “depreciation ex- 
pense.” The investment of these funds 
cannot be avoided. Therefore, it seems to 
me to be quite in order to suggest that 
what happens to the recovered capital is 
a concern of top management. This is 
true even though the recovered capital is 
indistinguishable from other funds in- 
vested in future projects and/or working 


(Continued on page 580) 





DO YOU AGREE or do you disagree with an article in this month’s issue? Y our 
fellow readers will be interested. Naturally, letters to the editor must bear the 
writer's signature and address; these will be withheld on request. The Editors 


PAUL HAASE, Editor 


BENJAMIN R. MAKELA 
Associate Editor 


CEIL SMITH THAYER 
Assistant Editor 


PEGGY COURTNEY 
Publications Associate 
e 


JOHN A. MURPHY 
Advertising Manager 


Editorial material in THE CONTROLLER js 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


1. To establish, coordinate and admin. 
ister, as an integral part of management, 
an adequate plan for the control of opera- 
tions. Such a plan would provide, to the 
extent required in the business, profit plan- 
ning, programs for capital investing and 
for financing, sales forecasts, expense budg- 
ets and cost standards, together with the 
necessary procedures to effectuate the plan. 


2. To compare performance with operat- 
ing plans and standards, and to report and 
interpret the results of operations to all 
levels of management and to the owners of 
the business. This function includes the 
formulation and administration of account- 
ing policy and the compilation of statisti- 
cal records and special reports as required. 


3. To consult with all segments of man- 
agement responsible for policy or action 
concerning any phase of the operation of 
the business as it relates to the attainment 
of objectives and the effectiveness of pol- 
ictes, organization structure and procedures. 


4. To administer tax policies and pro- 
cedures. 


5. To supervise or coordinate the prepa- 
ration of reports to governmental agencies. 


6. To assure fiscal protection for the as- 
sets of the business through adequate in- 
ternal control and proper insurance cover- 
age. 


7. To continuously appraise economic 
and social forces, and government influ- 
ences, and interpret their effect upon the 
business. 
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FUNDS STATEMENTS AND CASH FLOW—Making a financial report 


understandable to the layman stockholder—Almand R. Coleman 


THE TIMING OF FINANCIAL POLICY—The financial manager must 
take into account prospective changes in asset requirements as well 
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Correspondence 
(Continued from page 578) 


capital. This would be true even though 
all funds invested go through the project- 
testing route (though this is highly un- 
likely in most firms). 

It is true that trying to assign an earn- 
ings rate to the recovered capital messes 
up the arithmetic. This is unfortunate. 
But if the question being asked requires 
this complication we shouldn't avoid it 
just because it is troublesome. There are 
techniques for relating the return to the 
initial capital. One method was suggested 
by Robert H. Baldwin in the Harvard 
Business Review, May-June 1959, “How 
to Assess Investment Proposals.’’ Another 
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1 “Six Ways To Cut Costs and 
Which | !mprove Your Business Insurance”’ 
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did you 
miss? 3 “How the True Insurance 
Consulting Firm Serves Business 

Today”’ 
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was the method outlined by D. L. Car- 
penter in THE CONTROLLER, October 
1960, “‘Time-Value Method Improves In- 
vestment Yield Calculation.” Still a third 
method was covered in my own article in 
THE CONTROLLER, February 1960, ‘“The 
Manager Looks at Profitability Measure- 
ments.” 

In summary, let me suggest that top 
management may well be interested in 
learning what the return will be on the 
project’s initial investment. Advocates of 
the discounted cash flow method can an- 
swer such an inquiry only by assuming 
that recovered capital can earn at the 
same rate as the project’s unrecovered 
capital. This assumption is not always 
valid. Where the assumption is not valid 
the discounted cash flow technique is in- 
adequate. 


W. B. THULIN 

Comptroller 

The Chesapeake and Potomac Telephone 
Company of Virginia 

Richmond, Virginia 


THE PERFECT HORRIBLE EXAMPLE 
Editors, THE CONTROLLER: 


As a longtime subscriber to THE CON- 
TROLLER, I have read with much interest 
the articles you have published over the 
years on the simplification of office pro- 
cedures. You, in turn, may be pot by 
a letter my firm recently received which 
I think is a near-perfect example of the 
opposite trend when it is carried to the 
point of showing not enough sense to 
get in out of the rain. 

For full appreciation of the letter you 
need to know that my firm’s annual pur- 
chases from the sender amount to some 
$35,000-$40,000 and that we have been 
customers of theirs since the early '30s. 

The letter reads: 





THREE QUESTIONS ABOUT A CLERICAL 
WORK MEASUREMENT PROGRAM 
IT WILL PAY YOU TO ASK ANY MANAGEMENT CONSULTANT 


1. Does the consultant limit his work to a pre-determined length of time 
. with a guaranteed maximum fee? (Or can it develop into an open-end 
program which may run your cost way beyond the initial expectation ?) 
2. Does his Clerical Measurement Program cover all areas of your clerical 
functions? (Or does it limit itself only to those areas of highly repetitive 
work where the greatest amount of efficiency has already been introduced?) 
3. Does the program introduce standards which have been developed ex- 
clusively to meet the unique human relations problems in an office? (Or 
does it borrow from factory stop-watch techniques that may ultimately 
antagonize and disrupt clerical operations ?) 
To learn how a Clerical Work Measurement Program can give you the greatest 
results for a minimum expenditure, write today for a free copy of the booklet 
CLERICAL WORK MEASUREMENT. You will discover, as dozens of com- 
panies already have, the advantages offered your firm by the proven techniques 
of the Frank M. Knox Company—specialists in office cost controls for 27 years. 


The Frank M. Knox Company, Inc. 
Management Consultants 


60 East 42nd Street 
New York 17, New York 


1405 East 6th Street 
Cleveland 14, Ohio 











“I am returning your check no. 01053) 
which is payment of our June bill 6099, 
This bill was rendered in the amoup 
of $1,807.70 while your check is fo 
$1,807.72 a difference of 2¢. Will yoy 
please handle for correction.” 


S. Z. STARR 

Secretary and Treasurer 
Clopay Corporation 
Cincinnati, Ohio 


A WSJ COMMENT 


Editors, THE CONTROLLER: 


I was interested in the leading editorial 
in the November 13 issue of the Wal] 
Street Journal both for what it said and 
for the fact that it quoted THE CONTROL 
LER rather extensively. 

While the entire editorial is worth te. 
printing, I will quote here just certain 
parts of it. 

* * * 


A SLIGHT CASE OF MYOPIA 


President Kennedy sees clearly why this 
country cannot afford to shut off imports 
behind the new wall of protectionism de. 
manded by some in business, labor and 
Congress. As he puts it, simply and sensi- 
bly, “We cannot just sell and never buy.” 

Unfortunately the Administration’s 20-20 
vision on trade does not extend to some 
other parts of America’s international eco- 


nomic structure. One such part is private } 


American investment abroad. Another is 
government foreign aid as it relates to pri- 
vate trade and investment. 

Thus Mr. Kennedy speaks of private in- 
vestment as though it were somehow an 
enemy of exports. Discussing the European 
Common Market, he says that if the United 
States is denied access to that area, we will 
find a “flight of capital from this country 
to construct factories” there. ... As it 
happens, American businessmen are building 
quite a lot of factories in the Common 
Market area and elsewhere in the world. 
But this is no flight of capital; the figures 
show the return to America from foreign 
investments—a record $3.2 billion last year 
—exceeds the outflow, and hence is a plus 


in our difficult balance of payments. Nor do | 


these investments necessarily reduce our ex- 
ports; often they result in increasing ex- 
ports. 

Consider the experience of just one 
American company, Pfaudler Permutit, a 
maker of specialized industrial equipment 


and other products. One of its executives, | 
William G. von Berg, writing in THE CON: | 


TROLLER, observes that during the past 
seven years the company invested abroad 


about $1.2 million and brought back just | 


under $3 million. 

At the same time the company increased 
its exports from America, in part, as 4 
result of its investment activity abroad. The 
score for the seven years: Against the in- 
vestment outflow of $1.2 million, an inflow 
from investment and exports of $28 million. 

Very well; but why not just export am 
forget about investment? Mr. von Betg 
explains: “First, there exists in foreign mat- 
kets a tremendous demand for those prod: 
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ucts which constitute the major portion of 
our domestic business. . . . Second, our 
products are for the most part custom 
built... . Third, the physical size and 
weight of our products is such as to render 
distance a competitive disadvantage. There- 
fore, if we were not present locally, the 
business we enjoy would surely fall to com- 
petitors in each of these areas.” 

Such down-to-earth competitive reasoning 
—and agreeable results—could be dupli- 
cated by many other companies. The fact 
is, Of SO it seems to us, that competition is 
not something which can be compartmen- 
talized, with government officials declaring 
that exports are fine but investment-is du- 
bious at best. If a man is going to compete 
he has to be free to export or invest or 
both. 

Government foreign aid, however, is in 
a different category. It is a drain on the 
balance of payments. And, far from being 
an essential supplement to private trade 
and investment, as the Government has 
too long insisted, it can actually get in the 
way of world commerce. This is the truth 
embedded in the now largely forgotten but 
valid expression, “Trade not aid.” .. . In 
sum, our foreign economic structure should 
rest on these foundations: The fullest pos- 
sible opportunity for Americans to export 
and invest, with a consequent reduction of 
government foreign aid; and a refusal to 
tolerate the domestic inflation which over- 
prices our exports and leads to true flights 
of capital. 

If the United States fails to see the struc- 
ture clear and whole, it may all too easily 


j fail the tests of an expanding—but ever 


more fiercely competitive—international 
economy. 
* * * 
MARION R. CUTLER 
New York 


RETAIL CONTROLLERS 


Editors, THE CONTROLLER: 


We have been very much impressed 
with your article by John T. Garrity en- 
titled “Is the Role of the Controller 
Shrinking ?” in your May 1961 issue. As 
you know we publish a monthly magazine 
directed specifically to the control and 
financial areas of the department store in- 
dustry called Retail Control. We would 
very much like to have permission to 
tither reprint this article or make what- 
ever editorial condensation we feel neces- 


q%ry for our magazine. We believe our 


teaders would benefit greatly from this 
fine article. 


RoBERT M. WESSEL 

Controllers’ Congress 

National Retail Merchants Association 
New York 
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Is your 
figurework 
done 
blindfold? 








If you removed the blindfold, you’d see 
a window that looks like this. It’s a 
“Check Window” that shows a full 
registration of figures entered— while 
there is still time for their correction. 
Of all the ten-key adding machines 
made in America today, only the 
Friden has it. All others are “blind”. 
The operator can’t tell what figures 
she has entered until they are added 
or printed. Then it’s too late. 


These are other advantages: the exclu- 
sive ‘‘Natural Way” keyboard, de- 
signed to fit the user’s hand perfectly. 


An extra-wide platen for roll paper 
and wide forms. Automatic red-print- 
ing of negative values. Automatic 
credit balances. All live control keys. 
And special features for rapid, effi- 
cient multiplying. 

Looking for accuracy, speed, versatil- 
ity (and ruggedness) all in one ma- 
chine? Call your local Friden man for 
a demonstration. Or write: Friden, 
Inc., San Leandro, California. 


THIS IS PRACTIMATION: automa- 
tion so hand-in-hand with practicality 
there can be no other word. for it. 


ITiden 


Sales, Service and Instruction Throughout the U.S. and World. ) 









PROTECTION IN DEPTH 


How it helps cut compensation costs 


$95 million in 
ste dividends 


PLUS 


346 million in 
retrospective 
refunds 








Did you share in these $24,100,000 insurance savings? 


You did — if Liberty Mutual handled your workmen’s 
compensation insurance last year. 

There are two good reasons why Liberty’s compensa- 
tion policyholders each year save so many millions of 
dollars. First, it’s a matter of record that Liberty Mutual 
keeps its operating expenses far lower than the average 
for all other companies in this field. Second, Liberty offers 
its policyholders the sweeping benefits of protection 
in depth. 

This broad range of services in loss control has helped 
make Liberty the nation’s largest writer of compensation 


Look for more from 


insurance. Last year, it also helped us return $4.6 million 
under retrospective rating plans and $19.5 million in 
dividends — $24,100,000 savings to our compensation 
policyholders. More than that, we helped many policy- 
holders earn experience rating credits which will reduce 
their future premiums. Liberty Mutual policyholders 
also enjoy premium discounts allowed under rating plans 
in the amount of $3.0 million. 

If you didn’t share in these savings during 1960, just 
contact your nearest Liberty Mutual office. Find out 
how Liberty’s protection in depth can save you money. 





LIBERTY MUTUAL 


the company that stands by you 


LIBERTY MUTUAL INSURANCE COMPANY « LIBERTY MUTUAL FIRE INSURANCE COMPANY « HOME OFFICE: BOSTON 





Personal Insurance: Automobile, Fire, Inland Marine, Burglary, Homeowners © Business Insurance: Workmen's Compensation, Liability, Group Accident and Health, Fire, Inland Marine, Fleet, Crime 
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A talk given before 


members of the Boston Control 


of Controllers Institute 
on a timely question: 


Do Department of Defense 


Pricing Policies 


Threaten the Defense Base? 


MEMBERS of Controllers Institute, as fi- 
nancial officers for their organizations, 
have a special responsibility to guide their 
companies to sound financial actions. In- 
sofar as you represent organizations pro- 
viding services and equipment to the 
Armed Services, you constitute the de- 
fense base to which the country looks for 
security. It is evident that the Nation is 
engaged in a prolonged period of defense 
preparedness and should, therefore, adopt 
policies which will enable it to maintain 
an adequate and, in all respects, up-to- 
date defense base over a sustained period 
with which to provide for the national 
security. It is appropriate, therefore, that 
such a group should give careful consid- 
eration to whether Department of De- 
fense pricing policies do now, and will in 
the future, provide the Nation with a 
healthy defense base and thereby make 
possible the type of defense needed. 


INQUIRY TIMELY 

In addition to the general desirability 
of serious study of this question, it is 
particularly timely that such an investiga- 
tion should be made now. The Depart- 
ment of Defense, concerned with the 
tising cost of maintaining the Nation’s 
preparedness, has launched a serious study 
into the possibility of using the profit 
motive to secure reductions in defense 
cost. This new look is being made at the 
specific request of Secretary McNamara 
and Assistant Secretary Morris. It is re- 
sulting in extensive investigations into 
the various procedures and costs involved 


NN _ 


in procurement, with a view to determin- 
ing whether more effective and econom- 
ical practices can be found. It is pro- 
posed to employ the profit motive as an 
incentive to cost reduction through mu- 
tual participation in cost reduction, in- 
centive clauses, and sharing in savings. 

Of particular pertinence to our present 
inquiry is the fact that personnel asso- 
ciated with this joint industry-Depart- 
ment of Defense investigation are seek- 
ing to apply realism and sound economic 
principles to the entire process. Accord- 
ingly, it is proper to consider that there is 
currently a new climate in the Pentagon 
which would be responsive to proper 
presentations of valid facts affecting the 
defense base and its operation all in the 
interest of sound and sustained defense 
preparedness. 


GOVERNMENT PROCUREMENT VOLUME 


National and New England—Large and 
Important. The volume of government 
business being performed in the Nation 
is large, as can be seen in Chart 1. Prime 
contract procurement during the last four 
years has run at a level of over $22 bil- 
lion per year and has been rising. New 
England during this time has received 
approximately 10 per cent of the national 
defense procurement and thus has han- 
dled some $2 billion annually. In Massa- 
chusetts defense prime contracts have 
amounted to approximately $1 billion and 
have been equivalent to approximately 
20 per cent of the $5 billion of “‘value 
added” by manufacturing each year. Of 


Helge Holst 





course, it is recognized that government 
procurement in New England indudes a 
considerable proportion of research and 
developmental services and thus cannot 
be strictly compared to manufacturing 
only. It is enough to say, however, that 
there is some evidence that, even allowing 
for subcontracting outside the area coun- 
teracted by subcontract work brought into 
the state, work on behalf of the Govern- 
ment may comprise as much is 20 per 
cent of work of a technological] character 
carried on in Massachusetts. It is estimated 
that government work in Massachusetts 
provides employment for 100,000-120,- 
000 persons. It occupies substartial plant 
and makes a significant contribution to 
payrolls, to resulting food, clothing and 
home purchases, to schooling problems, 
and contributes significantly to the tax 
base of many communities. 


PROPORTION AND SIGNIFICANCE 
OF COST-TYPE WORK 

In addition to sheer volume, two points 
of major significance are special'y worthy 
of note in connection with the Nation’s 
and New England’s government work— 
(a) its impact on technology; and (b) 
its effect on plant and facilities. 

(a) Diversion of Talent and Facilities. 
An effort of the magnitude devoted to 
military purposes represents a major di- 
version of talent and facilities away from 
direct contributions to the standard of 
living. The engineering and other creative 
resources devoted to weapons develop- 
ment clearly cannot at the same time make 
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direct contributions to food, clothing, 
housing, medicine, or other aspects of 
ordirary living. In consequence, the Na- 
tion pays a price in retarded civilian de- 
velopments. Recognition of this fact can- 
not lead to blind opposition, however, 
since without a country or an economy to 
enjoy, contributions to the standard of 
living would be meaningless. Likewise, it 
is acknowledged that there are some by- 
products from military developments 
which ate of general utility. It is doubt- 
ful, however, that these are anywhere 
nearly equal to the contributions which 
would follow were an era of peace to 
prevail instead of an arms race. Research 
and other creative talent and facilities are 
scarce commodities of which no nation 
possesses enough. /. a result, none can 
have both guns ana putter—not even the 
United States. 

(b) Exposure of Technology and Facil- 
ities to Obsolescence. Of particular con- 
cern to corporate financial executives is 
the possible impact of Department of 
Defense cost and pricing policies on the 
continuing upkeep of their organizations 
and the maintenance of the defense base. 
It is particularly pertinent, therefore, to 
examine whether DOD pricing policies 
as they are administered in the field are 
in fact (a) achieving procurement at 
economic costs and, at the same time, 
(b) providing a basis which adequately 
supports the sustained maintenance of 
the defense base. If government work is 
being performed by New England indus- 
try, and perhaps industry at large through- 
out the Nation, in ways which promote 
obsolescence of technology or of facilities, 
this will adversely affect defense capabil- 
ity and it is desirable that this be shown 
by proper analysis and preventive action 
be taken as promptly as feasible. In a 


period when the United States is required 
to act as the arsenal for the Free World 
to a considerable degree, and, in any 
event, to serve as the basis for deterrence 
of open hostilities, and for the preserva- 
tion of the country in time of need, it is 
incumbent on us to recognize threats to 
our organizations, and therefore to the 
country, and to explore feasible actions 
to prevent such deterioration. 


IMPORTANCE OF COST TREATMENT 
Chart 1 reveals the scale of military 
procurement. This volume is a significant 
part of the national effort. In New Eng- 
land it may comprise 10 per cent of the 
whole. The terms and conditions under 
which such substantial operation is carried 
out clearly can be of major consequence 
to the Nation. Chart 2 illustrates the very 
major shift which has been taking place 
in two aspects of military procurement 
during the decade 1950-1960. In this 
avg as is widely recognized, there has 
een a major shift from fixed-price con- 
tracting to cost-type Many 
studies have been made of this phenome- 
non and the reasons for it. In a period of 
rapid change in weapons systems and 
military strategy, it appears to be in- 
evitable for a large part of the procure- 
ment effort to be made up of develop- 
mental items rather than material which 
can be purchased on a fixed-price basis. 
As a result a very substantial proportion 
of all procurement is obtained under 
CPFF (cost-plus-fixed-fee) or price-re- 
determination agreements. The conse- 
quence is that they are subject to the cost 
principles and fee limitations employed 
for military procurement. The impact of 
these principles and limitations, as they 
are applied in the field, is therefore of 
very great significance. 


ASPR COST PRINCIPLES 
AND THEIR IMPACT 

The definitions and allowability of 
costs under cost-type agreements with the 
military services are largely determined by 
the ASPR (Armed Services Procurement 
Regulations). Section XV of these regu- 
lations spells out the ground rules and 
many of the details of allowability. The 
section has been the subject of much 
study and negotiation between contractors 
and the Department of Defense. In its 
present form, the cost principles are stated 
to be mandatory in connection with CPFF 
arrangements and guide lines as to other 
types of agreements subject to negotiation. 

The principal part of the ASPR with 
which a contractor—especially a contrac- 
tor new to dealing with the Government 
—is likely to conflict, are its provisions 
applicable to costs disallowed or costs re- 
quiring prior agreement. Here the con- 
tractor is likely to encounter practices 
contrary to commercial experience. Of 
these, the treatment of the following costs 
are likely to be the most significant: 


. Advertising 
. Sales and Promotion 
. Contingencies 
. Contributions and Donations 
. Interest and Other Financial Costs 
. Losses on Other Contracts 
. Profit or Loss on Disposition of 
Plant and Equipment 
8. Basic Research and Applied Devel- 
opment 
9. Higher Levels of Salaries 
10. Higher Levels of Bonus and Other 
Benefits. 


NAVY AWD = 


As can be seen from the listing—and 
much more extensively from the ASPR 
themselves—once a form of contract sub- 
ject to the cost principle is used, the con- 
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actor becomes thoroughly enmeshed in 
the Government's concepts of cost ac- 
counting, cost categories, and levels of 
ilowances of costs. And woe to the 
sovice contractor whose methods are not 
ituned to government regulations! For 
jealing with the Government there is no 
ubstitute for thorough study of the 
ASPR, particularly Section XV, and no 
wacher like experience. The following 
very brief comments will illustrate the 
restrictive rules of the game. 

Advertising Costs have until recently 
been allowed in support of disseminating 
«ientific and engineering information, as 
for trade fairs; to support professional 
journals; for “help wanted” for recruit- 
ing. Even these types of advertising are 
sow further curtailed. 

Sales and Promotional Costs are only 
allowable when in the opinion of the 
government negotiator they “relate to the 
contract products’”—a definition far too 
narrowly construed. 

Contingencies are allowable only under 
very restricted circumstances. 

Charitable Contributions and Donations 
are totally disallowed although ali busi- 
nesses (and Internal Revenue) recognize 
sich corporate costs in reasonable amount 
to be necessary and desirable expenditures 
in the interest of sound community rela- 
tions, including police and fire protection 
and the availability of hospital and other 
community services for employes in time 
of need. 

Interest and Other Financial Costs. 
However necessary or wise may be the 
use of credit, or the benefits of corporate 
reorganization, modification or expansion 
—however much these may be made nec- 
essary by government business—costs of 
this character are not allowed. The im- 
propriety of disallowing interest costs is 
particularly evident when it is realized 
that government policies frequently result 
in slowness of payment and deliberate 
withholding of various percentages of 
payment for substantial periods fre- 
quently running beyond a year. 

Losses on Other Contracts and Profit or 
loss on Disposition of Plant and Equip- 
ment. These costs are examples of the 
types of costs which, in reasonable 
amount and under reasonable circum- 
stances, are clearly necessary costs of 
doing business. Without recovery of such 
costs, or their absorption or cushioning 
against profits from other work, the or- 
ganization will be jeopardized or forced 
into questionable use of credit or equity 
capital. This treatment of costs by the 
military reflects the desire to split up or 
segregate the contractor's operations into 
unrealistic subdivisions in an artificial 
effort to isolate costs and keep them from 
being shared by government business, 
even though the recovery of such costs is 


in fact necessary to the well-being of the 
organization and thus its ability to con- 
tribute to the defense base. 

Basic Research and Applied Develop- 
ment. Here are two categories of costs 
which have experienced a long history of 
special and relatively unenlightened treat- 
ment. In industrial experience it is well 
recognized that a continuing flow of new 
products and new or improved processes 
are essential if an organization is to re- 
main competitive in its industry and to 
counteract the several factors of rising 
costs—labor, materials, and services. For 
several years the Government has ad- 
vocated the need for more research and 
development but at the same time has 
largely disallowed costs of this nature. 
Under the cost principles revised for use 
after July 1, 1960, basic research was 
stated to be allowable if allocated uni- 
formly to all a contractor's business. Ap- 
plied development is required to relate to 
the contract products, i.e., Current govern- 
ment procurement, in order to be eligible 
for inclusion in overhead participation by 
the Government. In actual operation, 
however, there is great reluctance to ac- 
cept research and development costs in 
overhead applicable to cost-type contracts 
despite the generally acknowledged bene- 
fits to the Nation from this type of 
progress. The serious consequences to 
maintenance of the defense base of this 
attitude are discussed below. 

Higher Levels and Components of 
Compensation. This is an area of ex- 
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perience in which there is little available 
public data. The basic regulations state 
that “compensation” includes all forms 
of payment, including bonus and retire- 
ment contributions, and that it is the 
reasonableness of the total which will 
determine allowability. Nevertheless in 
actual operation there is considerable op- 
position to various forms of compensation 
and substantial pressure on higher levels 
of remuneration. This is, of course, an 
area that is subject to abuse but it is also 
a factor of very material consequence in 
attracting individuals of ability and crea- 
tivity. Contractors must act wisely and in 
the best long-range interest of their or- 
ganizations and see to it that the signifi- 
cance of such actions are adequately 
understood and respected by the offices 
and agencies with which they negotiate. 


LIMITATION OF FEES 

In addition to the impact of the cost 
principles laid down by the Armed Serv- 
ices Procurement Regulations, defense 
contractors operating under the ASPR 
are likewise subject to definite limitations 
on fees. While the basic legislation pro- 
vides that research and development as- 
signments can earn fees as high as 15 
per cent of estimated cost, administrative 
regulations make it quite difficult to ob- 
tain fees in excess of seven per cent. 
Similarly, for regular types of procure- 
ment while fees of approximately 10 per 
cent are permitted by the basic enact- 
ments, in actual practice on procurement 
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subject to cost principles it is very dif- 
ficult to obtain allowance of fee ratios of 
this magnitude. The combined effect of 
these limitations on fees and restrictions 
on cost allowances is dramatic. 

Chart 2 illustrates the change in type 
of procurement and profitability in the 
period from 1953 to 1960, during which 
procurement shifted away from fixed 
price toward cost types. It is based on the 
experience of 14 major defense contrac- 
tors. It indicates that during the last seven 
years of this period the defense business 
yielded an after-tax profit as a percentage 
of sales which fell from approximately 
four per cent to one and one half per 
cent. Note that this is after-tax profit as 
a percentage of sales but it must be ob- 
served that this does not in itself indicate 
the level of income available for retention 
in the companies. According to national 
experience, approximately one half of 
after-tax profits would be distributed to 
stockholders. In consequence, retained net 
income for all uses, plant replacement, 
and improvement, research and develop- 
ment, and working capital, would, for 
the contractors whose experience is shown 
in Chart 2, have been of the order of 
two per cent of sales in 1953 and three 
quarters of one per cent in 1960. It is 
revealing to examine the possible impact 
of this experience in more detail. 


SOME CONSEQUENCES 
OF COST AND FEE LIMITATIONS 

Of greatest significance to our present 
study are the effects on defense con- 


tractors which will be produced by the 
limited recognition of costs and the limi- 
tation on fees imposed in connection with 
cost-type procurement. These effects are 
of two types: (a) the added costs and 
more cumbersome and expensive pro- 
cedures required; and (b) the inability to 
update and advance technology and facil- 
ities. 

(a) The Added Cost of More Cumber- 
some and Expensive Procedures. The 
Department of Defense in the interest of 
the Nation desires to procure the maxi- 
mum of defense at the lowest possible or 
reasonable cost. This is an ica to 
which all responsible citizens and or- 
ganizations can subscribe. Despite this 
objective and general support for the prin- 
ciple it is widely recognized by contrac- 
tors and government procurement person- 
nel that the cost of doing business with 
the Government is substantially higher 
than for regular commercial practice. This 
is caused by a variety of reasons. Among 
these are the extensive administrative 
checks, prior approvals, and record-keep- 
ing and reporting requirements imposed 
to comply with procurement and audit 
practices. Great stress is laid on the 
adequacy of record-keeping and reports 
and efforts to obtain multiple bids and 
proposals from subcontractors and other 
sources of supply. Similarly, there is time 
delay and cost associated with the require- 
ment of obtaining contracting officer prior 
approval before actions can be taken. 
While each of these requirements can be 
made to sound reasonable in itself, the 
fact is that they all impose costs not 

















PROFIT PERCENTAGES AND SHARING RATIOS 


The use of fixed-price contracts has declined from 87 per 
cent of the Defense Department’s total procurement dol- 
lars in fiscal year 1951 to 58 per cent in fiscal year 1960. 
The use of cost reimbursement contracts, with their lesser 
incentive for cost control, has risen in inverse proportion. 
In fiscal year 1960, when $7.8 billion dollars were awarded 
on a CPFF basis, only $672 million were awarded on a 


CPIF basis. 


Profits under incentive contracts have been 


ranging from about four and one half per cent to nine per 
cent, with a target in the neighborhood of about seven per 
cent. In FPI contracts, the sharing ratios have been generally 
80 per cent/20 per cent or 75 per cent/25 per cent. Neither 
these profit percentages nor these sharing ratios appear to 
provide contractors with sufficient incentive to go all-out to 
reduce costs or improve performance. 


—ONM Notice No. 4335, dated October 24, 1961, from the 
Chief of Naval Material with respect to the procedures for 
providing incentives to contractors for improved performance. 


normally incurred in connection with 
good contractor regular operation. The 
all serve to make military procuremen; 
more costly of manpower, time and serpy. 
ices than streamlined commercial effort, 
If in fact the Nation is to obtain more 
defense at less cost it should be carefully 
determined whether some of these regu. 
lative elaborations could not be reduced 
in the interest of economy and efficiency, 

Another type of effect, which likewise 
increases costs, can be seen to arise from 
the nonallowance of interest costs under 
ASPR. This takes the form of a contrac. 
tor renting facilities and productive 
equipment instead of owning them. Rent 
costs are allowable whereas interests costs 
associated with purchase of plant or 
equipment on credit would be disallowed, 
In practice, the effect of nonallowability 
of interest is higher cost to the Govern. 
ment because rental arrangements, even 
when thoroughly commercial, operate at 
higher interest rates and are based on 
shorter amortization periods than in the 
case of owned facilities. The result of the 
prohibition of interest costs is therefore 
higher cost to the contractor and in turn 
to the Government. In addition leasing 
can have other undesirable effects as noted 
below. 

(b) Inability to Update Advance Tech- 
nology and Facilities. Perhaps even more 
serious than increase in cost is the effect 
of inadequate cost allowance and low fee 
ratios on a contractor’s maintenance and 
enhancement of technology and facilities, 
i.e., performance of developmental effort 
on product, process, and equipment, and 
adequate and timely replacement of plant 
and equipment. Allowance of research 
and development costs, while provided 
for in the ASPR is in fact difficult to ob- 
tain. Both in connection with basic re- 
search and applied development effort 
government representatives demand to be 
shown how the work directly relates to 
existing contract products or wiil directly 
benefit the Government. The result is 
that the costs of considerable basic tre- 
search aimed at probing new areas of 
knowledge or fundamental product con- 
cepts or improvements, and applied effort 
along the lines of new process develop- 
ment and improvement of existing proc- 
esses, or development of new productive 
equipment are not generally allowed for 
inclusion in government overhead. If the 
contractor proceeds with these efforts 
nevertheless, it does so at considerable 
economic penalty. But the effect is even 
more serious if the contractor is wholly 
dependent on government allowances for 
funds with which to perform the reseatch 
and development. In this case, the re- 
search and development programs can- 
not be undertaken. This is far more sefi- 
ous than appears. 
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All progressive industries recognize 
hat to remain competitive, and to coun- 
fact constantly rising costs of labor, 
materials, and services, they must con- 
tantly improve productivity. The elec- 
tonics industry, for example, currently 
devotes to its research and development 
ffort a budget equal to approximately 
10 per cent of sales. While a significant 
part of this is without doubt devoted to 
mprovements in existing product lines 
ind to development of new products, a 
ubstantial part is directed to process in- 
novations and the development of new 
productive equipment. This effort is 
imed at improved productivity and cost 
duction, and the development of wholly 
new technology. It is only by such means 
hat the industry can keep itself competi- 
ve and progressive and thus satisfy both 
he requirements of competition and also 
movide for a rising standard of living on 
the part of its customers and its — 
This effort is considered essential by the 
industry for its commercial products. How 
much more serious if this type of process 
ind productive equipment improvement, 
swell as exploratory basic research, can- 
not be performed by the organizations 
omprising the defense base. The com- 
xtition here is not merely a choice of 
me color television set versus another, 
jut rather the relative weapons systems of 
the Free World versus those of a strong 
ind ruthless ideology which openly de- 
dares its determination to destroy us. 
How, then, are our defense industries to 
keep in the forefront of technology, ef- 
wiency and productivity and provide the 
Nation with the best defense at lowest 
‘st? The desirable results of such invest- 
nent in research, development and facil- 
ties improvement could be expected to be 
wot merely cost reduction but also im- 
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provements and perhaps breakthroughs 
in technology. It is believed to be general 
experience, however, that research and 
development costs for these purposes are 
not being allowed in cost negotiations 
for military procurement. 


NEW PLANT AND EQUIPMENT 
NOT PROVIDED BY DEPRECIATION 
PLUS INADEQUATE 

COST ALLOWANCES 

As noted above, the cost principles 
applicable to cost-type work, particularly 
as they are applied in the field, do not 
truly recognize all necessary costs of 
doing business. Likewise it has been 
noted that fee payments are subject to 
definite restrictions and in practice result 
in the allowance of relatively low levels 
of profit margin. In addition, in the face 
of constantly rising labor, materials and 
equipment costs, it is common experience 
that the funds made available by deprecia- 
tion allowances do not equal the prices 
and costs of new equipment. In con- 
sequence, it has been questioned whether 
the continuance of such restrictive cost 
principles and low levels of profit threaten 
the defense base with obsolescence of 
technique and facilities. To help make 
these points real, it is instructive to 
briefly examine the experience of two 
actual companies. These cases are further 
instructive because they include the ob- 
scuring effects of growth and the avail- 
ability of funds through increase in debt 
or stockholder investment. 

Chart 3, Company A. Here we see a 
large organization whose business is pri- 
marily that of defense. Its sales reflect a 
product mix including prices on several 
bases. Sales have increased during the past 
seven years from $817,000,000 to $1,- 
082,000,000 per year. As is common ex- 
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perience, funds available through depre- 
ciation do not equal the sums required 
for new plant and equipment added each 
year. It must be recognized that this case, 
as mentioned before, is confused by the 
fact that new plant is being added to in- 
crease capacity. Accordingly, plant addi- 
tions are more than merely replacement, 
and modernization. However, taking the 
facts as they are, clearly the requirement 
of new plant costs exceeds depreciation 
allowances by a substantial margin. This 
difference must be made up by using 
either retained net income (after reason- 
able payments of dividends) or by ob- 
taining new funds through sale of se- 
curities or by loans. In fact, this company 
has resorted to borrowing as shown by 
notes payable. 

However, for the present purpose the 
point to be considered is whether a profit 
margin of the order of one per cent or 
two per cent added to depreciation would 
support new plant requirements and also 
maintain research and development di- 
rected to new product, process, and equip- 
ment at a level of three to five per cent 
of sales. Clearly it would not. Is this a 
sound basis for operation of a major or- 
ganization necessary to the defense effort? 

Chart 4, Company B. This company 
likewise is a major contributor to the de- 
fense base. It, too, has increased its debt 
during the past seven years. Here, also, 
observe that the depreciation allowance 
fails to provide the funds required for 
plant additions. Indeed, in some years 
even if all net income is added to depre- 
ciation allowances the total does not equal 
the requirements to pay for plant addi- 
tions. If to equipment and facilities pur- 
chases is added a proper level of R&D in 
new products, process improvement and 
innovation and the development of new 
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CONTROLLERS DISCUSS GOVERNMENT CONTRACT POLICIES 


Close to 20 members of Controllers Institute, represent- 
ing over a dozen large companies, met recently in Chicago 
to discuss whether Controllers Institute could be of help, by 
offering independent professional advice, to the govern- 
ment agencies responsible for drafting defense contracts. 
Moderator of the meeting was Paul Langdon, manager- 
finance and accounting, Battelle Memorial Institute, Co- 


lumbus, Ohio. 





productive equipment, it can be seen how 
inadequate would be after-tax profits of 
only one and one half per cent to two per 
cent. Can it now be questioned, therefore, 
whether an organization like this is under- 
mined in its ability to sustain the defense 
base as effectively as it should by policies 
which produce this result? Indeed, are 
not these showings likely to encourage 
this company and others in a similar posi- 
tion to withdraw from the defense base 
in favor of operations which provide 
better assurance of a healthy future? 


EFFECT OF 
LEASING PLANT AND EQUIPMENT 

It is recognized, as mentioned above, 
that, because of the disallowance of inter- 
est as a recoverable cost, a number of de- 
fense contractors have resorted to leasing 
of plant and equipment. While this can 
provide an industry with required tools, 
many lessors are small organizations or 
purely financial houses and thus are not 
in the business of process improvement 
or development of new equipment. More- 
over, they do not have the required staff 





JAMES R. KERR, president Avco Corporation, New York, 
gave these observations to a presidents’ panel at the recent 
417th Meeting of the National Industrial Conference Board 


The technological revolution in the defense industry is 


or experience for this type of effort. Ac- 
cordingly, while lessors can provide funds 
for replacement of equipment, they are 
not usually themselves a source for im- 
provements in process or equipment. 
Moreover, since depreciation allowances 
do not accrue to the lessee, it does not 
have the means with which to finance the 
development of improved processes or 
equipment by the personnel most familiar 
with his needs and opportunities. Accord- 
ingly, while the use of leasing may en- 
hance return on net worth, it by no means 
assures a continuing flow of improved 
products, processes, or equipment. This 
will be inevitably reflected in the up-to- 
dateness and advances in defense tech- 
nology, including the ability to provide 
effective but less costly defense. 


RETURN ON NET WORTH 

It is recognized that proft as a per- 
centage of sales is not the sole or perhaps 
even the principal measure of industrial 
success. Return on net worth may be of 
paramount interest to the stockholder and 
presumably can provide a measure of at- 


traction to new equity. However, it js 
questionable if it is a sound indicator tha 
an industry is maintaining its efficieng 
and capacity as a contributor to the de. 
fense base. Moreover, is it sound to yr. 
quire new equity or new debt merely t 
maintain the technology and capacity of 
an organization? It would not seem 50, 
Likewise, in providing the means for 
servicing debt, zs it not reasonable to ex. 
pect that return on sales should be ade. 
quate for this purpose rather than reson 
to diminution of return on net worth? | 
industries in the defense base, performing 
substantial volumes of cost-type work, are 
to secure such low levels of profit as a 

er cent of sales as shown in Chart 2, 
will these for long attract lessors or lend. 
ers? If not, will the defense base be ade. 
quately maintained? 


SUMMARY 

It is believed that the above type of 
analysis of their organizations should be 
made by the financial officers engaged in 
major defense activities. If such studies 
indicate the type of result suggested as to 
limited or rf se availability of funds 
for product, process and equipment im- 
provement and for plant and equipment 
replacement, it is incumbent on the re- 
sponsible officers to take corrective action, 
The investigation initiated by Secretary 
McNamara and Assistant Secretary Mortis 
provides a favorable opportunity. Since 
this study is being coordinated by the Na- 
tional Security Industrial Association, it 
will be most helpful if such material is 
forwarded through that Association. Its 
address is 1107 19th St., N.W., Washing. 
ton 6, D. C. 

This is a matter of seriousness and 
urgency. Appropriate action should not 
be postponed. 


tion is rightly, effectively preparing for brush-fire war, . . 
we will still not need much of the vast network of physical 
plant facilities we have built in this country over the years. 


The defense business is completely dissimilar from what 


it once was. Although the gross is growing, the net is low- 








well under way and the threat of the persistent enemy is ering. Regardless of the amount of money spent on defenst,{ In to, 
hastening its completion. Daily scientific advances demand profit margins are kept extremely tight. If a competent] above 
a dexterity and flexibility of the defense industry never be- company is able to make five to six per cent before taxes, it] role iy 
fore imagined. The nature of production has changed. Be- is doing very well. Some contracts have incentives pegged] segme 
cause of the continuing concentration on developing and so low, it is hard to make money; and on certain contracts] the ex 
building the weapons we would need for massive retalia- it is quite possible to fall on one’s face. and cx 
tion in the case of attack, there are few items in quantity This is not so much a complaint, as it is an observation. tising 
production, as we used to know quantity production; that is, For whereas the impression is sometimes created that de] requir 
the usage of huge areas of floor space, manpower and ma- __fense work bears a striking resemblance to a dollar-groan 
chines on the round-the-clock basis. With nuclear striking ing public trough, it should be of more than passing inter- Banks 
power, there is less need for large numbers of tanks and est to the American taxpayers that they are getting their marke 
personnel carriers and fighter planes. For though this Na- money's worth. — 
1S€ 
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All business revolves around the American banker 
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that is why bankers are prime targets in a thousand advertising campaigns 


In today’s many faceted business complex, as illustrated 
above, the fact of banker participation is ever present. His 
role in the American economy is unmatched by any other 
segment of the business community, and his influence upon 
the expenditures, plans and financial affairs of individuals 
and corporations makes him a’ prime target in every adver- 
tising campaign designed to promote the sale of products 
requiring financing, or to add prestige to a corporate image. 


Banks and bankers also represent a tremendously important 
market for materials, equipment, services, insurance, se- 
curities, etc, in their own right. And by their example and 
counsel they influence the selection and purchase of a myr- 
iad of items ranging from stocks, bonds and automobiles to 
sites for the erection of new manufacturing plants. 


More banks and firms advertise in the AMERICAN BANKER to 
develop better bank relations than in any other medium in 
the country. Reading this newspaper is a regular part of the 
business day for some 60,000 business executives in banks 
that account for more than 93% of the deposits of the banks 
of the United States. No other publication has as large a 
voluntarily paid, unsubsidized circulation among so many 
banks and bankers. 


May we show you how the AMERICAN BANKER can aid your 
) ) y 
promotional plans...how it is helping others. 


Hmerican Banker 


The Only Daily Banking Newspaper 32 STONE STREET, NEW YORK 4, N.Y. 
It’s the news that makes it different and preferred 
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New ideas in punchet 


How your IBM supplies specialist helps you 
find ways to cut your punched card costs 


How can a redesigned punched card improve your 
data processing efficiency ? 

Your IBM supplies specialist can tell you...and 
show you ways to redesign your cards to give you 
new data processing economies. 

Your IBM supplies specialist is a man with exten- 
sive training in data processing supplies. That’s why 


he is uniquely qualified to help you match the punched 
card to the job that you want to do. 

There’s virtually no limit to the practical cost-sav- 
ing ideas he offers you for: 
SAMPLE CARD SELECTION— You can look over thousands 
of card formats, filed by industry and application. 
One or more of these may provide the key to the card 
design problem that’s troubling you: 


DESIGN ASSISTANCE—Our designers are at your service 
through a nationwide network of Card Design Cen- 








CUSTOMER METHODS MEN AND AN IBM SUP- 
PLIES SPECIALIST (left) study a stock card 
form book and flow charts. By matching 
the card to the job, you get the most out 
of your data processing equipment. 


THE RIGHT DESIGN. Thousands 
of stock, special, and continu- 
ous card forms, books and 
sets are on file at IBM Card 
Sample Centers. One of them 
might solve your problem. 


NEED A SPECIAL CARD? IBM 
research has developed 
scented-ink, water-resistant, 
magnetic-ink-encoded cards— 
and a host of others, including 
cards printed in full color. 


CREATIVE SKILLS AT YOUR SERV- 
ice. At thirteen IBM Design 
Centers across the country, 
experts create cards to meet 
your specific needs, and bring 
new efficiency to your data 
processing operation. 


ard design 


ters. These experts can help you to develop your own facturing facilities. IBM gives you prompt service, 

card ideas, to apply existing formats, or to create too, on card designs and card proofs. 

new, exclusive designs for solving your problems. Your IBM supplies specialist is the man with the 
complete punched card story. Let him help you with 

EDUCATION—Seminars at our customer education solutions to your card problems. 

centers, informative literature and plant tours keep 

you up-to-date on the latest techniques in designing, DATA PROCESSING 

using and caring for your IBM cards. 


FAST CARD DELIVERY—Whether your order is large or 
small, you get fast service from nationwide manu- ® 
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e ALMAND R. COLEMAN, a member 
of Controllers Institute, holds an A.B. and 
a B.S. in Commerce, Washington and Lee 
University; M.B.A., Harvard; C.P.A. cer- 
tificate (Va.). His career includes senior 
accountant, A. M. Pullen & Co., Richmond, 
Va.; acting chief, financial analysis and 
Statistical section, Farm Credit Adminis- 
tration, Washington, D. C.; assistant trust 
officer, assistant cashier, State Planters Bank 
and Trust Company, Richmond ; associate 
professor and then professor of accounting, 
Washington and Lee; visiting professor of 
accounting, Harvard Business School. Since 
1955, he has been professor of accounting, 
University of Virginia Graduate School 
of Business, Charlottesville, and consult- 
ant on contract pricing, Army Ordnance 
Corps, since 1951. He is a member of 
AICPA and AAA (vice president, 1956). 


In this article the author covers: 1. The shortcomings of con- 
ventional “funds statements” in annual reports to stockholders; 
2. The inadequacy of “cash flow” statements which are essen- 
tially conventional funds statements modified to highlight the 
change in cash balances; 3. The restricted view of “cash flow” 
which holds it to be merely “net income plus depreciation”; 
4. A suggested form of cash flow statement which seeks to over- 
come the deficiencies in current corporate reporting practices. 


SOME 30 YEARS AGO the stockholder 
(a layman) of a small closely held mer- 
chandising company received his copy of 
the annual financial report prepared by 
the company’s auditors. He noted the 
usual comparative balance sheets, income 
statement, and statement of earned sur- 
plus, but expressed some dissatisfaction 
with the report because, in his words, “‘It 
doesn’t show what happened to our 
cash!” Given a supplementary cash re- 
ceipts an! disbursements statement, he 
objected “It doesn’t jibe with the income 
statement!’” Given a “statement of ap- 
plication of funds” he pointed out ‘This 
doesn’t tell me what happened to our 
cash funds!’ And the more the nature of 
“funds” was explained to him, the more 
confused he became. So the matter ended, 
30 years ago, in frustration. 

Would it be in order to wonder if 
many of our present corporate stock- 
holders experience similar frustrations? 


ACCOUNTING DEVELOPMENTS 
OVER THE LAST 30 YEARS 


In the 30 years which have elapsed 
since our stockholder friend raised his 
questions concerning ‘‘cash” and “funds,” 
it’s true that we’ve become clearer in our 
corporate reporting as to what we mean 
by ‘‘funds.” Perry Mason, associate di- 
rector of Research of the American In- 
stitute of Certified Public Accountants, in 
his review of “ ‘Cash Flow’ Analysis and 
Funds Statements” in the March 1961 
issue of the Journal of Accountancy noted 
a general agreement that by ‘funds’ we 
now mean ‘‘net current assets.’ That is, 
in current corporate reporting practice, a 
“funds statement” is a statement which 
attempts to present the major financial 
changes occurring over an accounting 
period in terms of their effect upon net 
current assets. 

During the last 30 years, we've 
sharpened our concept of ‘“‘net current 
assets” through more general agreement, 
both in theory and in practice, as to what 
items should be included in current assets, 
and what in current liabilities. For ex- 
ample, we're clearer now that prepaid 
expenses should be considered as a cur- 
rent asset, and “portion of long-term 
debt maturing in one year” as a current 
liability. 

With the present level of corporate tax 
rates and corporate emphasis upon return 
on investment, we now find marketable 


securities in sizable amounts both under 
current assets and as an offset against tax 
liability under current liabilities. The in- 
come tax liability itself is now a major 
item under current liabilities. And when- 
ever the difference between income te- 
porting for stockholders and for taxes 
brings about a significant difference in tax 
liability, we may find a noncurrent liabil- 
ity for deferred income taxes in addition 
to the liability for current taxes. 

During the last 30 years, also, we have 
witnessed inflation and its effect upon 
our conventional statements of financial 
position, income, and retained earnings. 
The divergence between (a) reported net 
income, and (b) “internal generation of 
cash” after provision for capital expendi- 
tures, has been difficult for management 
to explain. Witness the attempts of 
United States Steel Corporation in its an- 
nual reports over the last 15 years, es- 
pecially in its reports for 1949 and 1958. 

To be noted also are the problems of 
income reporting of the oil companies, 
problems too complex to be explored in 
this brief article, but problems which 
nevertheless may have brought about use 
of the phrase ‘‘cash flow” to denote “net 
income plus depreciation.”” The use of 
the phrase “Add noncash charge for de- 
preciation,” in funds statement reporting 
practice, may have contributed to the re- 
stricted view of ‘‘cash flow” as net income 
pe depreciation. However all this may 

, we now have a pretty kettle of fish on 
our hands, attributable in part perhaps to 
inadequacies in funds statement reporting 
practices, and in part perhaps to too nar- 
row a view of “cash flow.” 


FUNDS FLOWS TODAY 


Suppose now, our stockholder friend 
were to raise the same questions he did 
30 years ago, what would be our answer? 

Well, it would still be clear that, if 
he wanted a statement showing what had 
happened to his cash, tied into his other 
statements, a cash receipts and disburse- 
ments statement would not do the job. 

It seems clear, also, that despite the 
refinements we've applied to the funds 
statement, it still would not do the job: 


1. The effect of financial changes upon 
“net current assets” is a concept difficult 
for the layman to comprehend. And sub- 
stitution of the word “funds” for “net 
current assets’’ does not help, for it seems 
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Core memory doubled to 40,000 characters! 
Magnetic tape capability increased to twelve 
or more 66,000 character/second tape units! 
System rentals remain low, and you can still 
begin on a small scale! 


Already widely accepted by business and 
government, the RCA 301 has been so stepped 
up in workpower that the running time for 
many jobs has been cut in half. Now it can 
also tackle much larger and more complex jobs, 
and can be greatly extended in capacity as 
your work load grows. With the advanced 301 
you have a wider choice of system configura- 
tion—and therefore, a better match to your 
job—than with any other system in its price 
range. And when you buy 301, you are buying 
top productivity per rental dollar for your 
overall needs. 





The Most Trusted Name in Electronics 


® RADIO CORPORATION OF AMERICA 


To DIG SVSKeEN 
orkKpower. 


Be sure you evaluate this advanced RCA 301 
for your data processing needs. Or if you 
already have an RCA 301 system, add the new 
memory and high performance tape units 
as you require them. No reprogramming 
is necessary. 


These new 301 advances are the latest in 
RCA’s continuing program of bringing you 
higher levels of EDP efficiency through the 
application of the world’s newest elec- 
tronic techniques. 


RCA 301 rental prices begin under $3000 per 
month, and delivery can be made in less than 
a year. Contact your local RCA EDP repre- 
sentative, or write: RCA Electronic Data 
Processing, Camden 8, New Jersey. 














NEW RCA 301 SPECIFICATIONS: 

Random Access: Data Record File, 27 million char. capacity 
Data Disc File, 176 million char. capacity 

Core Memory: 10,000-20,000-40,000 characters 

Tape Units: 10,000-33,000-66,000 char./second 

Printers: Up to two, 750-1000 lines/minute 

Card Readers: Up to two, 600 cards/minute 

Card Punch: 100 or 200 cards/minute 

Paper Tape: Read, 100 or 1000 char./second 

Punch, 100 char./second 
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likely that the layman will continue to 
associate cash with “funds” with the con- 
fusion which this entails. 

2. The funds statement, as it is usually 
presented, may contribute to the con- 
fused notion that “depreciation furnishes 
funds.” 

3. It is somewhat awkward to consider 
as a use of funds a transfer of a portion 
of long-term debt to current liabilities 
For example, $10 million of Ford Motor 
Company's long-term debt becoming due 
in 1961 was transferred to current liabil- 
ities at December 31, 1960; this caused 
a reduction of “net working capital” 
though the $10 million had not actually 
been paid. A method of getting around 
the problem of funds reporting of long- 
term debt changes in two categories has 
been adopted by U.S. Steel in recent 
years; the change in ¢ofal long-term debt 





has been shown in one figure, with the 
adjustment required thereby being buried 
in a catch-all “sundry” item on the funds 
statement. 

4. The funds statement does not show 
as a use of funds the amount of income 
taxes actually paid during an accounting 
period, though this is regarded by some 
as a significant piece of “funds flow’’ in- 
formation. In 1960, for example, Boeing 
Airplane Company’s actual payment on 
income taxes appears to have been $10.7 
million, as compared with an accrual of 
$27.3 million on the year’s income. 

5. With the statement’s emphasis on 
the change in “net current assets’ in total, 
there may be a tendency to ignore, or to 
give insufficient attention to, changes in 
receivables, in inventories, in payables 
and accruals, and in short-term loans. In 
1960, for example, Caterpillar Tractor 


One Form of Cash Flow Statement 
(In Millions of Dollars) 


In 1960, sales and other revenue amounted to .......... $150.6 


Whereas cost of goods sold and operating “cash” ex- 
penses (exclusive of $7.2 “noncash” depreciation) was 118.9 





So that pre-tax net income before noncash charge for 


GEDRECIAHON WAS’ ...:. ..:5:- 2 wis.) 


$ 31.7 


And there would have been a net inflow of cash of this 
amount, if collections from customers had been the 
same as sales and if the company had bought and paid 
exactly the cost of the goods it shipped. BUT these 


conditions did not prevail, for: 


A. The company collected less than it 


billed 


B. The company bought and manufactured 
more than the cost of the goods it 








SISPNISENA) ge vata scfoissstwialexs inion Oreo myer telerers 2:9) 
C. The company paid out less cash than 
the costs it sncuiied 6.5 S261 ote = 8 
The net effect of the three items being .......... ( 16.2) 
So that activities related to buying, manufacturing, selling, 
and collecting brought in cash Of ..6..:6.0:.:.66:06.0000%0 00 $ 15.5 
Outgo of cash for income tax paid was ................ 9.9 
With the result that inflow of cash “internally generated” 
BARS tha co tasted. 'oNe tein ih oth iS vxiccsmin ancl ca eae trae et Monareywiore ister seh 5.6 
There were inflows from: 
Sale Ol COMMON SOCK 6 so. 55.5006 seis were coe $12.6 
Inctease in short-term loans ............. 5.0 
Increase in long-term debt .............. 2.4 20.0 
$ 25.6 
Outgo of cash was required for: 
eS I er eT er Terre $ 3.0 
Property, plant, and equipment acquired in 
CROCE OF GIMDONIIONS. 0.05 50:05 6 00'n aoe 30.8 
Purchase of preferred stock ............. aS, 
Increase in investments and other assets... 137 35.8 
With the effect on the company’s cash (and cash equiva- 
lent in the form of marketable securities), as between 
the beginning and end of 1960, being a decrease of....($ 10.2) 
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Company’s statement of ‘‘Consolidated 
Source of Net Current Assets’ does not 
show the $58 million increase in short. 
term notes payable to banks. 

If our stockholder friend continued to 
insist upon a statement showing what 
happened to his cash, a “cash” version of 
the conventional funds statement would 
not really fill the bill. By “cash” version, 
we mean a conventional funds statement 
which adds an item such as “All changes 
in net current assets other than the change 
in cash,” so that the statement, instead of 
ending with the change in “net current 
assets,” ends with the change in cash 
balances. Such a “cash flow” statement js 
nonetheless in essence a conventional 
funds statement, and as such has all the 
deficiencies attributable to strict ob- 
servance of the somewhat artificial segre- 
gation of assets and liabilities into current 
and noncurrent categories. 

Again, it is to be doubted if our stock- 
holder friend would be content with a 
single figure for “‘cash flow’’ arrived at 
by adding the company’s depreciation 
charge to its net income for the year. 
We'd think that if his company’s invest- 
ment in receivables and inventory were 
substantial, changes in these investments 
from one year-end to another, in line with 
changes in sales volume, could affect 
“cash flow” considerably. Moreover, if 
his company were a ‘‘growth’’ company, 
the increases in receivables and inventory 
as a result of increased physical volume 
and of higher price levels would be long- 
run ‘“‘cash flow’ factors which he'd wish 
to recognize and make clear to his stock- 
holders. 


WHAT NOW? 


What our stockholder friend was look- 
ing for 30 years ago, and what many 
stockholders might find useful today, is 
a statement of the inflow and outgo of 
cash, “tied into” the statements of f- 
nancial position, income, and retained 
earnings. Such a statement need not be 
bound by the conventional segregation of 
assets and liabilities into current and non- 
current categories. Indeed, there is much 
to suggest that ignoring this segregation 
for the purpose of reporting cash flow 
would render the cash flow statement 
more useful and comprehensible to the 
layman. 

It is suggested, therefore, that we free 
our minds of the current-noncurrent dis- 
tinction and approach the problem with 
a view to meeting the objections noted in 
this article to the conventional funds 
statement, to its modified ‘‘cash flow” 
form, and to “‘cash flow” in the narrow 
sense of net income plus depreciation. We 
present Exhibit A as one form of cash 
flow statement which seeks to do this. 
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Refer to Exhibit A, and note: 


1. We begin the statement with “sales 
and other revenue,’ as per the income 
statement. To our stockholder’s merchan- 
dising company and to others in trading 
and manufacturing, customers are the 
biggest source of cash, and so it seems 
appropriate to begin the statement with 
this emphasis. 

2. We deduct “cost of goods sold and 
operating ‘cash’ expenses’ —that is, ex- 
cdusive of “noncash” depreciation and 
other charges—to arrive at 

3. “Pre-tax net income before noncash 
charges for depreciation.”” Thus, we avoid 
having to ‘add back” depreciation, and 
the confusion which this may cause. Then 

4, We explain that this ‘‘pre-tax net 
income, etc.” would represent the net 
inlow of cash from transactions with 
customers if we were operating on a 
‘cash’ basis, but since we are not, we 
have to take into consideration three 
items : 


a. Whether we collected more, or less, 
than we billed—as measured by the 
change in our investment in cus- 
tomer Receivables. 

b. Whether we bought and manufac- 
tured more, or less, than the cost of 
goods we shipped to customers—as 
measured by the change in our in- 
vestment in Inventories and Prepaid 
Expenses. 

c. Whether we paid more, or less, 
than costs incurred—as measured by 
the change in Payables and Accruals. 


Thus, with the adjustment for these 
three items, we arrive at 

5. Cash inflow resulting from “ac- 
tivities related to buying, manufacturing, 
selling, and collecting.” In a decentralized 
organization, where central management 
handles all outside financing and pays in- 
come taxes, this “cash inflow” would rep- 
resent the cash inflow for which the dt. 
visional manager would be responsible. 
Next, we deduct 

6. Income tax actually paid during the 
accounting period—we might show par- 
enthetically, for comparison, the amount 
of taxes accrued—and, so we would ar- 
tive at what we term 

7. “Inflow of cash internally gen- 
erated” —as distinct from ‘“‘financing”’ 
flows (debt and equity) and “optional” 
flows (dividends, capital expenditures, 
¢tc.). 

8. From this point on, arrangement of 
other inflows and outgoes may be adapted 
to the particular case and to the particular 
purpose(s) to be emphasized. For ex- 
ample, if it were desired that emphasis be 
placed upon the extent to which “in- 
ternally generated cash” did, or did not, 
cover dividends and expenditures for 








WHO HANDLES THE FINANCIAL INQUIRIES? 

A survey of financial relations activities of 575 corpora- 
tion managements disclosed that important functions of 
handling financial inquiries, shareholder relations, the 
preparation of the annual report and investment community 
liaison have been assigned to a variety of officers and junior 
executives, most of whom have more pressing duties to 
perform. A check list of titles of officers and personnel 


handling financial inquiries follows: 


EXECUTIVE OFFICERS: 


FINANCIAL OFFICERS: 





OTHER EXECUTIVES: 


Title: No. Title: No. Title: No. 
Chairman & Pres. 3 Financial VP 55 Vice Pres., PR. 3 
Chairman 5 _—*VP, Sec. & Treas. 5 VP, PR. & Adv. 2 
Vice Chairman 1 VP & Treasurer 36 = Secretary 22 
President 48 VP & Controller 7 Asst. Secretary 5 
Executive VP 8  Secretary-Treas. 42 Dir., Adv. & PR. 9 
Vice President 55 Treasurer 75 Dir. or Mgr., PR. 42 
Assistant VP 14 = Controller 10 __—ODir., Investor Rel. 8 
2 Officers in Chg. 44 Misc., Finance 42 Mgr., Stkhidr. Rel. 3 
3 Officers in Chg. 4 Asst. Treasurer 5 Miscellaneous 20 

Total 182 Total 277 Total 114 


% of Grand Total 32% 


% of Grand Total 48% 


% of Grand Total 20% 


Prepared by Weston Smith Associates, New York 


Very few of these official spokesmen have the time to 
contact the financial opinion leaders, except at an occasional 
luncheon meeting with security analysts or their investment 
bankers. Those retaining outside financial publicity service 
or counsel (about 42 per cent of the 575 industrial cor- 
porations surveyed) agreed that the assistance provided in- 
valuable guidance and help in cultivating the key invest- 
ment advisors, plus many financial writers, magazine 
editors and syndicated columnists, who keep a financial 
“corporate image’’ before the investing public. 





property, plant, and equipment, these two 
types of outgoes could be deducted im- 
mediately after the showing of “inflow 
of cash internally generated.” 

9. In any event, there would be a list- 
ing of inflows and outgoes from: 


a. disposition of, or additions to, prop- 
erty, plant, and equipment, 

b. disposition of, or additions to, long- 
term investments and other assets, 

c. increase or decrease in short-term 
loans, 

d. increase or decrease in total long- 
term debt (without distinction as 
between portion due, or not due, 
within one year), 

e. increase or decrease in capital stock, 
and 

f. dividends 


so that 

10. The statement ends with the net 
change in the balance of ‘‘cash and cash 
equivalent’’—that is, cash and marketable 
securities (including any securities offset 
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against income tax liability)—as between 
the beginning and end of the accounting 
period. 


SUMMARY 
Our stockholder friend of 30 years ago 


was validly seeking information which 
neither a statement of cash receipts aad 
disbursements nor a conventional ‘funds 
statement” could satisfy. It is suggested 
that what would have satisfied him, and 
what would satisfy many others like him 
today, is a supplementary statement that 
summarizes the major financial changes: 


1. Stated in terms of the flow of cash 
and cash equivalent; 

2. ‘““Tied in’’ to the conventional state- 
ments of financial position, income, and 
retained earnings; 

3. Freed of the restrictions imposed by 
classifying assets and liabilities into cur- 
rent and noncurrent portions; and 

4. Presented in a form and terminology 
meaningful to the lay reader. 
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The 


Timing 
of 


Financial 


Policy” 








J. Fred Weston 


© Good timing of financial policy requires sound decisions 
with respect to (1) variations in the relative cost and avail- 
ability of funds and (2) the impact of fluctuations in the 
level of business activity. ¢ Variations in the relative cost 
and availability of funds require comparison of the changes 
in the cost and availability of equity money, long-term 
money, and short-term funds over time. Fluctuations in the 
level of business activity result in a number of impacts on 
the firm. ¢ For good timing of financial policy the financial 
manager must take into account prospective changes in as- 
set requirements that will have to be financed over time. He 
must also consider prospective prices and returns from 
capital assets. Finally, he must plan his needs to meet fu- 


ture maturing obligations. 


THE SIGNIFICANCE of the timing of fi- 
nancial policy by business firms is sug- 
gested by the following: 


Since 1951, when the Federal Reserve 
won the right to pursue an independent 
monetary policy, the cost and availability of 
money have been a constant problem for 
corporate management. At times, as in the 
tight money squeeze of 1957, it has been 
a major worry. 

Company treasurers resented the high 
rates that banks charged on loans; they 
resented even more banks’ insistence that 
they hold compensating balances, depriv- 
ing them of the full use of their borrowed 
money. And because they feared that rates 
would go even higher and that credit might 
not be available at all, they stepped up 
their demands—which had the effect of 
further tightening an already tight situa- 
tion.1 


Financial managers are concerned with 
variations in money and capital market 
conditions because the changes, experi- 
enced periodically in the past and poten- 
tially in the future, are of substantial 
magnitude. The changes are both in the 
cost of funds and in their availability. 


VARIATIONS IN COST OF FUNDS 


Table 1 shows huw the cost of short- 
term funds, as measured by the rate on 
three-month Treasury bills, can change by 
more than 50 per cent within one year. 
On long-term, high-grade corporate bonds, 
the changes can be 10 per cent or more, 
measured from the peaks. If the changes 
were measured from their lows, the per- 

*This study was supported by aid from the 
Bureau of Business and Economic Research, 
University of California, Los Angeles, Cali- 
fornia. The assistance of Jesun Paik is gratefully 
acknowledged. It also draws on a more ex- 
tended treatment of the subject in the author's 
book, Managerial Finance, to be published by 
Holt, Rinehart and Winston in 1962. 
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centage increases would be substantially 
higher. 

There is evidence that corporate finan- 
cial managers are aware of, and con- 
cerned with, variations in the cost of 
money of the magnitude indicated. For 
example, a 1956 Fortune article pointed 
out that the General Electric Company 
had sold an issue of $300 million, 3.5 
per cent debentures in May of 1956.2 The 
article pointed out that if GE had sold 
the issue six months earlier, it could have 
saved one-quarter of one per cent interest 
or $750,000 a year. If it had raised the 
money three years earlier (in 1954), it 
probably could have saved one-half per 
cent, or $1.5 million a year. On the other 
hand, if it had waited until January 1957, 
approximately half a year later, it prob- 
ably would have paid one-half per cent 
more in interest, or perhaps even three- 
quarters per cent more in interest; in such 
an event it would have had to pay from 
$1.5 million to more than $3 million 
more in interest per annum. 

Another example is provided by the 
postwar financing of U.S. Steel, high- 
lighted in a financial review.’ The article 
explains that U.S. Steel had engaged in a 
$5 billion postwar expansion program, 
financed mainly from internal sources. 
However, its earnings dropped from un- 
der a $400 million average for 1955-1957 
by about $90 million for the years 1958- 
1960. Similarly, depreciation accruals are 
related to the level of operations, aver- 


*“Where the Credit Pinch Hurts,” Business 
Week, February 27, 1960, p. 65. ; 

* Charles E. Silverman, “The Fine Art of 
Raising Capital,” Fortune, July 1956, reprinted 
in J. Fred Weston (ed.), Readings in Finance 
from Fortune (New York: Holt, Rinehart and 
Winston, 1958), p. 28. 

*The material on U.S. Steel is based on 
“Calling the Turn?” Forbes, April 15, 1961, 
p. 28. 
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aging $285 million a year in 1955-1957, 
but dropping to $205 million for 1958- 
1960. “So, to keep up the pace of its 
capital spending, without slimming divi- 
dend checks, the corporation would have 
to borrow.” The article then called at- 
tention to the good record of U.S. Steel 
in timing its bond flotations. “Where top- 
grade corporates had to be priced to yield 
443 per cent as recently as September 
1959, Big Steel will probably have to pay 
no more than 4.05 per cent—for a saving 
of some $1.2 million a year.” 

Admittedly, savings of $1 million or 
so are not large in relation to profits- 
after-taxes of $400 million to $500 mil- 
lion achieved by large companies. How- 
ever, from the standpoint of effective 
operation of the financial department, the 
sound timing of financing is a matter of 
great importance. Furthermore, though 
any one department's operation is not 
likely to determine the success or failure 
of a company, when it is taken in con- 
junction with other departments, the cu- 
mulative effect can be very great. 


VARIATIONS IN 
AVAILABILITY OF FINANCING 

The greatest influence of interest rates, 
however, lies in their role as an index of 
the availability of financing. A period of 
high interest rates reflects a period of 
tight money, in turn associated with tight 
reserve positions at commercial banks. At 
such times interest rates will rise, of 
course, but there are conventional limits 
to which they will rise. As a consequence, 











a larger quantity of funds is demanded 
by borrowers than banks will make avail- 
able. Banks, therefore, begin to ration 
funds among prospective borrowers by 
continuing lines of credit to traditional 
customers, but restricting loans to bor- 
rowers whose credit standards are not so 
strong. In other words small firms will 
characteristically have greater difficulty 
obtaining financing during periods of 
tight money. 

Furthermore, even among large bor- 
rowers, the bargaining position of the 
financial institutions is stronger in a pe- 
riod of tight money. It is a lender’s mar- 
ket rather than a borrower's market. 

Interest rates, therefore, are of very 
great significance to financial managers 
as an index to the availability of funds. 
For small and medium-sized firms a pe- 
riod of rising interest rates may indicate 
increasing difficulty in obtaining any fi- 
nancing at all. Or if financing is obtained, 
it will be obtained under less favorable 
conditions. 

Additionally, a period of tight money 
will fall with particularly heavy impact 
upon the utilities and other heavy indus- 
tries, state and local governments, and the 
housing sector and construction. For the 
heavy long-term investments made in 
these areas the impact of interest rates on 
profitability is likely to be very large. 

The converse conditions to all the ar- 
rangements describing periods of tight 
money and high interest rates would ap- 
ply during periods of easy money condi- 
tions and relatively low interest rates. 





TABLE 1 


DECLINES IN SELECTED INTEREST YIELDS 
FROM PEAKS TO LOWS DURING SELECTED PERIODS 
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e J. FRED WESTON, professor of busi- 
ness economics and finance at University of 
California, Los Angeles, received his Ph.D. 
at the University of Chicago. He served in 
the finance department of the U.S. Army; 
was associate editor, Journal of Finance, 
1948-1955; he is director, business finance 
of the American Finance Association, for 
the term 1961-1962. He has acted as eco- 
nomic analyst and consultant to a number 
of business firms, associations, and founda- 
tions. He is author of The Role of Mergers 
in the Growth of Large Firms, Pro- 
curement and Profit Renegotiation, and 
numerous articles on profits, forecasting, 
investments and business financial policy. 


DATA ON RELATIVE COSTS OF 
FINANCING OVER TIME 

We have seen that the cost of money 
can vary widely over the business cycle. 
In addition, costs of differen: forms of 
financing differ, and the timing of swings 
in the cost of money and in the relative 
cost of financing by different sources 
changes over time. Detail and data are 














Part |: Absolute Declines from Peak Levels 
(in percentage points) 
| T bree-month , Long-term Moody's Corporate Moody's State & 
3 Treasury Bills U.S. Bonds Aaa Bonds Local Aaa Bonds 
@ Dec. 1959- Jan. 1960- Jan. 1960- Sept. 1959- 
Dec. 1960 2.24 Dec. 1960 0.49 Sept. 1960 0.36 Sept. 1960 0.51 
Oct. 1957- Oct. 1957- Sept. 1957- Sept. 1957- 
June 1958 275 Apr. 1958 0.61 June 1958 0.55 May 1958 0.54 
Apr. 1953- June 1953- June 1953- June 1953- 
June 1954 1.55 Aug. 1954 0.69 Apr. 1954 0.55 Aug. 1954 0.54 
Part Il: Percentage Declines from Peak Levels 
Dec. 1959- Jan. 1960- Jan. 1960- Sept. 1959- 
Dec. 1960 49.9 Dec. 1960 11.2 Sept. 1960 73 Sept. 1960 14.2 
Oct. 1957- Oct. 1957- Sept. 1957- Sept. 1957- 
lune 1958 76.8 Apr. 1958 16.4 June 1958 13.4 May 1958 21.4 
Apr. 1953- June 1953- June 1953- June 1953- 
June 1954 70.8 Aug. 1954 21.0 Apr. 1954 16.2 Aug. 1954 28.0 
NoTE: Based on monthly averages of daily figures, except in the case of state and local 
government obligation yields, which are based on monthly averages of Thursday figures. 
SourRCE: “Credit Developments in 1960,” Monthly Review, Federal Bank of Richmond, March 1961, p. 3. 
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presented to provide a factual foundation 
for decision-making in choosing between 
the alternatives available to financial 
managers. We begin with the data in 
Figure 1 on stock yields since 1910's. 


Cost of Equity Funds. Both the earnings- 
price ratio and the aang! ke} ratio 
on common stocks have exhibited wide 
fluctuations. Farnings-price ratios have 
been as high as 16 pex cent and have been 
as low as five to six per cent, excluding 
very abnormal years. Dividend-yield ratios 
have fluctuated widely also, not so much 
because dividends have fluctuated greatly 
but because the price factor in the denomi- 
nator has fluctuated widely. 

Preferred stocks yields have shown 
much more moderate fluctuation. A slight 
downward secular trend is exhibited from 
1910 until the end of World War II, 
when the dividend yields on preferred 
stocks declined from about six per cent 
to a little under four per cent. Since the 
end of World War II, following the up- 
ward trend in interest rates, dividend 
yields have returned to approximately a 
five per cent level. 


Interest Rate Structure and Costs of Funds. 
We now turn to an analysis of the wide 
range of relations between money costs 
in the postwar period. The basic data on 
bond yields and interest rates since 1950 
for ten categories of money costs are pre- 
sented in Table 2. This table indicates 
that when one speaks of “the interest 





rate,” he is in fact referring to an interest 
rate structure, or cost-of-money structure. 
The Table includes the timing of cyclical 
peaks and troughs in business conditions. 

The variations in money costs (and 
the availability of funds indicated thereby) 
are substantial. For example, during the 
trough of the business cycle during 1954, 
prime commercial paper carried an aver- 
age of a 1.31 per cent interest rate. At the 
subsequent peak of business conditions in 
the third quarter of 1957. the prime com- 
mercial paper rate had risen to four per 
cent. Thus the rate for prime commercial 
paper at the peak of 1957 was 300 per 
cent of that which existed in the third 
quarter of 1953. 

With this factual material on the 
movement of a number of series show- 
ing the cost of money, we are now in a 
position to observe systematic patterns 
and make some generalizations. This dis- 
cussion of the characteristic patterns in 
the cost of money centers on three broad 
forms of financing: short-term money, 
long-term money, and equity funds. Short- 
term interest rates show the widest 
amplitude of swings. Long-term interest 
rates are not so sensitive as short-term 
rates. Short-term rates move more quickly 
than long-term rates. The cost of debt 
money tends generally to lag movements 
in general business conditions, both at 
the peak and at the trough. But the 
movements of long-term rates lag more 
than short-term rates. 

The cost of equity funds may best be 





FIGURE 1 
STOCK YIELDS 
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measured by earnings-price ratios. To 
understand the behavior of earnings-price 
ratios, we must analyze the behavior of 
both earnings and prices. Corporate earn. 
ings ate highly volatile. They lead the 
business cycle both on the upturn and in 
the downturn. Prices of common stocks 
anticipate changes in corporate earnings, 
Prices of equities are also influenced by 
money-market conditions. Due to the 
gradual tightening in money-market cop. 
ditions as expansion continues, the Prices 
of equities tend to turn down before cor. 
porate profits reach their peak. Hence 
price-earnings ratios level off before 
earnings decline and the cost of equity 
financing turns up. Thus price-earnings 
ratios will begin to drop and earnings. 
price ratios will begin to rise before in- 
terest rates peak ana turn down. 

For effective application of these guide 
lines it is necessary that the financial man. 
ager know at what stage of these cyclical 
fluctuations he finds himself as he con- 
templates the timing of the acquisition of 
funds. A forecast of interest rates is, 
therefore, required. 


FORECASTING THE LEVEL 
OF INTEREST RATES 


Although profound and _ impressive 
studies have been made of the theory of 
interest rates, from the practical stand- 
point it is necessary mainly to assess the 
future behavior of the major supply-and- 
demand factors. The major categories of 
the sources and uses of funds for the 
economy are set out in Table 3. By pro- 
jecting the sources and uses of funds in 
different categories, the direction of the 
pressure on interest rates can be estimated. 

Table 3 illustrates that the demand for 
short-term funds is much more volatile 











si inci Mla Wal MMR Dia i i Se a i il il than the demand for long-term funds. 
r 1 The demand for long-term funds pro- 
1 ceeds in an orderly secular growth fash- 
| ion, interrupted only moderately by 
~ sites changes in the pace of business activity. 
| N | However, the demand for short-term 
. ‘ 7 3 funds fluctuates greatly as the level of 
bidet dill if ee mo business activity fluctuates, reflecting the 
fh kn ny ' H i liquidation and augmentation of invest- 
w earnings-price : , 3 ! : | ment in inventories by business firms 
‘ - aa : VA ] over the business cycle. 
‘ Pe Soe. H ‘ ‘ The Table can be used in the follow- 
4— dividends~price #4y—y 4 ; ae . Histori d 
int ht : * ing way. Historical patterns of uses an 
‘ a Wi 4 a sources of funds in relation to the growth 
RN AWTS 4 . aa. of the economy as a whole as measured 
IN Xl. | by gross national product can be estab- 
i , lished. When in any particular year the 
L ‘7 High-grade preferred stocks demand for funds grows faster in rela- 
: “i dividends-price ratio | tion to the supply of funds when com- 
oe eee PAS Cty big cece are Tht Daeeae eee pared to historical patterns, interest rates 
1915 1920 1925 1930 1935 1940 1945 1950 1955 1960 are likely to rise. This tendency can be 
illustrated from the data in Table 3. In 
SOURCE: Historical supplement to Federal Reserve Chart Book 
on Financial and Business Statistics, p. 51. (Continued on page 600) 
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TABLE 2 
BOND YIELDS AND INTEREST RATI:S 













































































Ave. 
Three- Nine-to Cie hitate Hig/: rate Prime 
month twelve- Tax- ride , Common- grade short- com’l Fed. 
Period Treas. month able ——— stock munic- term paper Res. 
Quarters bills issues bonds Aaa Baa yields ipals bank 4-6 mos. disc. rate 
1950* 1 1.118 1.14 2.24 2.58 3.24 6.16 2.58 2.60 1.31 1.50 
2 1.166 1.19 2351 2.61 3.28 6.17 2.62 2.68 1.31 1.50 
3 1.233 27 2.34 2.63 3.21 6.22 2.64 2.63 1.47 1.62 
4 1.353 1.44 2.38 2.67 3.20 6.57 2.67 2.84 1.71 1.75 
1951* 1 1.400 1.62 2.42 2.70 3.23 6.40 2.74 3.02 1.96 1.75 
a 1-552 1.84 2.61 2.90 3.49 6.55 2.94 3.07 2.20 aes 
3 1.628 1.72 2.59 2.89 3.46 5.91 2.84 3.06 Zhe BY > 
4 1.649 1.73 2.66 2.95 3.61 oo 3.01 2.37 2.26 Eons 
1952+ 1 1.658 1.69 2.70 2.96 3.51 5.49 2.07 3.45 2.38 ia 
2 1.700 1.74 2.61 2.94 3.50 5.45 2.10 3.51 2.31 1.75 
3 1.786 1.95 Pay | 2.95 3.52 5.56 vo 3.49 2:a8 25 
4 2.126 2.03 29 2.97 3.51 5.13 2.40 3.51 2.31 LD 
19531 2.082 2.04 2.89 242 3,32 5.34 2.61 3.54 2.36 2.00 
2 2.231 2.46 3.09 340 3.86 5.58 2.99 3.73 2.75 2.00 
Peak 3 1.876 7 | 2.97 3.29 3.88 5.73 2.88 3.74 2.74 2.00 July 
4 1.630 1.61 2.79 3.13 3.74 5.55 2.59 3.76 2.22 2.00 
1954 1 1.053 1.02 2.51 2.86 3.51 5.14 2.38 3.72 2.00 1.75 
2 0.650 0.76 2.54 2.90 3.49 4.82 2.48 3.60 1.56 1.50 
Trough 3 1.007 0.89 2.51 2.89 3.47 4.46 2.29 3.56 i.31 1.50 August 
4 1.174 1.10 2:57 2.90 3.45 4.20 2.33 3.55 1.31 1.50 
19551 1.335 1.49 2.78 3.02 3.48 4.21 2.45 3.54 1.69 1.50 
2 1.432 1.71 2.82 3.05 3.51 3.87 2.48 3.56 2.00 1.75 
3 2.086 2.14 2.92 3.13 3.59 3.93 2.63 3.77 2.54 2.18 
4 2.564 2.56 2.91 3.15 3.62 4.07 2.71 3.93 2.99 2.50 
1956 1 2.310 2.43 2.93 3.10 3.60 3.86 2.69 3.93 3.00 2.50 
2 2.527 2.69 2.93 3.26 3.76 4.01 2.75 4.14 3.38 2.45 
3 2.850 SEF 2 7 | 3.56 4.07 4.24 3.07 4.35 5.50 3.00 
4 3.230 4.53 3.40 3.75 4.37 4.13 3.44 4.38 3.63 3.00 
19571 3.140 3.35 3.26 3.66 443 4.35 3.32 4.38 3.63 3.00 
2 3.316 3.55 3.58 3.91 4.63 4.05 3.75 4.40 3.79 3.00 
Peak 3 3.578 4.02 3.66 4.12 4.93 4.50 3.90 4.83 4.00 3.50 July 
4 3.102 3.09 3.30 3.81 5.03 4.77 3.47 4.85 3.81 3.00 
19581 1.354 1.77 3.25 3.63 4.68 4.50 3.45 4.49 2.33 2.35 
Trough 2 0.881 0.98 3.20 3.57 4.55 4.15 3.26 4.17 1.54 1.75 April 
3 2.484 2.84 3.75 4.09 4.87 oY 3.96 4.21 2.93 1,91 
“4 2.814 3.24 4.80 4.08 4.85 3.34 3.84 4.50 3.33 2.50 
1959 1 2.852 3.56 3.92 4.13 4.85 3.43 3.76 4.51 5.52 2.92 
2 3.247 3.97 4.09 4.46 5.04 3.28 4.04 4.87 3.83 3.50 
3 3.998 4.80 4.26 4.52 5.18 3.34 4.13 S27 4.63 3.83 
4 4.572 4.98 4,27 4.58 5.28 3.28 4.05 5.36 4.88 4.00 
1960 1 3.439 3.93 4.08 4.49 §.25 3.59 3.87 5.34 4.49 4.00 
Peak 2 2.641 3.39 3.98 4.45 5.26 4:52 3.78 3:33 3.81 3.65 May 
3 2.489 2.99 3.84 4.25 5.01 3.73 3.53 4.97 3.39 3.00 
4 2272 2.79 3.88 4.35 5.10 3.49 45 4.99 3.23 3.00 
Trough 
1961 1 2.420 2.86 3.78 4.22 5.02 3.15 3.38 4.97 3.03 3.00 March 
* Data for 1950-1951 only available as quarterly totals; no monthly figures published. 
t+ Not published until 1955. 
SOURCES: 
1. Three-month Treasury bills Economic Indicators 
2. Nine-to-twelve-month issues Federal Reserve Bulletin, column marked ‘‘others”’ 
3. Taxable bonds Economic Indicators 
4. Corporate bonds Economic Indicators 
5. Common-stock yields Survey of Current Business, based on Moody's 200 stocks 
6. High-grade municipals Survey of Current Business, consists of Standard & Poor’s 15-bond index 
7. Average-rate short-term bank loans Federal Reserve Bulletin, consists of all loans for 19 large cities 
8. Prime commercial paper Federal Reserve Bulletin 
9. Federal Reserve discount rate Federal Reserve Bulletin 


pees and Troughs, National Bureau of Economic Research, Business Cycle Indicators, Vol. I. (Princeton: Princeton University Press: 1961) table 
1, p. 960. 
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TABLE 3 











SUMMARY OF SOURCES AND USES OF FUNDS 
(in billions of dollars) 
1960 1961 
1953 1954 1955 1956 1957 1958 1959 (Est.) (Proj.) 
Uses (funds raised) 
Investment funds 20.0 22.4 25.7 25.5 27.3 30.5 31.5 27.0 28.2 
Short-term funds 5.0 5.7 15:2 10.8 7.3 7.6 15.9 16.8 99 
U.S. Government and agency publicly held securities 4.2 a2 1.6 6.1 — 6.2 10.5 —2.7 3.5 
Total uses 29.2 31.3 42.5 30.2 34.6 44.3 57.9 41.1 41.6 
Sources (funds supplied) 
Life insurance companies 4.9 5.0 5.2 5.1 4.9 5.1 5.2 5.5 5.6 
Mutual savings banks 1.8 2.0 2.0 2.0 1.9 2.5 1.4 1.6 2.1 
Savings and loan associations 3.7 4.2 BY 4.9 4.9 6.2 8.3 7.0 7.8 
Fire and casualty insurance companies 1.3 2 0.9 0.5 0.8 0.9 1.6 1.4 17 
Corporate pension funds 7 1.9 1.9 2:2 2:5 27 3.1 3.4 3.6 
State and local government retirement funds 1.0 v4 12 1.4 1.6 L7 1.9 2.1 2.2 
Investment companies 0.4 0.5 0.8 0.9 1.0 LS ES 13 15 
Credit unions 0.3 0.2 0.4 0.4 0.5 0.3 0.7 0.7 0.6 
Total savings institutions 153 16.1 18.1 17.4 18.1 20.9 23.7 23.0 25.1 
Commercial banks 4.0 10.3 5.0 4.3 5.0 152 4.2 8.8 8.1 
Business corporations 2.9 0.6 9.5 0.9 2.0 5:1 8.9 51 7.6 
Other investor groups 
Federal agencies 0.1 —0.2 0.5 0.8 1.5 0.5 2.4 1.5 0.7 
Brokers and dealers 0.3 0.7 — —0.3 0.9 — —0.1 0.2 
Other consumer lenders 0.3 0.2 0.4 0.5 0.3 0.2 0.4 0.3 0.2 
State and local governments* 1.5 7 0.6 0.9 1.0 —0.1 12 —0.7 —0.5 
Foreign investors 0.8 0.6 { 0.8 0.3 —0.1 4.9 1.1 1.1 
Total other investor groups 3.0 3.0 3.3 3.0 2.8 1.4 8.9 20 17 
Residual: Individuals and others 4.2 1:3 6.6 6.4 7a 17 12.2 21 ~0.9 
Total sources 29.2 31.3 42.5 30.2 34.6 44 3 57.9 41.1 41.6 





* Excluding retirement funds. 


+ Includes revaluation of book assets of other holders. 
Source: Roy L. Reierson, The Investment Outlook for 1961 (New York: Bankers Trust Company, 1961). 





1955 the demand for funds increased by 
$11.2 billion. After the fact, the sources 
of funds increased by a like amount. Dur- 
ing the previous year, between 1953 and 
1954, the uses of funds had increased by 
only $2.1 billion and interest rates de- 
clined. 

Whenever the demand for funds must 
be met by drawing on the commercial 
banking system to a greater degree in 
supplying funds, characteristically, inter- 
est rates will rise. This influence is ob- 
served even more clearly when the de- 
mand for short-term funds increased from 
$5.7 billion in 1954, to $15.2 billion in 
1955, an increase of $9.5 billion in one 
year. 

The procedure for making a short-term 
forecast of movements in interest rates 
must take into account not only prospec- 
tive demands of supply and funds but 
also the role of monetary and fiscal policy. 
These policies in turn are influenced by 
general economic prospects. 


THE COMTMOUER................ Pak Coes Err. Lek aad 


IMPLICATIONS OF COST OF MONEY 
PATTERNS FOR TIMING OF FINANCIAL 
POLICY 


Variations in the cost of money and its 
availability are likely to be of great sig- 
nificance for decision-making by financial 
managers. The importance of the sound 
timing of financial policy is further 
underscored by the mistakes observed in 
practice.1 

Financial managers have tended to 
shift from short-term funds to long-term 
funds too late. Characteristically, business 
firms have relied on short-term financing 
during the early stages of a business up- 
swing. The cost of short-term money re- 
mains below the cost of long-term money 
until well into the boom. Furthermore, as 
recovery takes place the major need for 


* For illustrations, see J. F. Weston, ‘‘Finan- 
cial Implications of Growth,’ THE CONTROL- 
LER, March 1958, pp. 118-120. 


funds is for working-capital purposes. 


Although these needs are permanent 
needs, many financial managers in the 
past have tended to regard the financing 
of working-capital needs as a need for 
temporary funds only. As a consequence, 
the acquisition of long-term funds has 
been delayed until relatively late in the 
business upswing. 

It is likely, therefore, that by making 
accurate projections of financial require- 
ment as described earlier, and by keeping 
historical perspective on the growth of 
the economy and the pattern of interest 
rate behavior, financial managers can im- 
prove the timing of their acquisition of 
debt funds. They can lower the cost and 
improve the terms of financing by ob- 
taining long-term funds early in the = 4 
swing. As the upturn in business condt- 
tions improves, the firm will have the 
benefit of trading on the equity with the 
use of long-term debt money. 

(Continued on page 624) 
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“If you’re thinking about a Municipal Trust or Fiscal Agency 
talk to the people at Chase Manhattan” 


New York’s leading bank has the 
men and the experience you need 
to handle Municipal Trust details at 
high-level efficiency. 


Any municipal or governmental unit 
considering a bond issue will find it 
profitable to talk to the people at Chase 
Manhattan. 

Chase Manhattan’s Trust Division is 
staffed with people long experienced 
in every detail of acting as Municipal 
Trustee and Fiscal Agent. Their experi- 





ence and technical skill enable them to 
serve you efficiently and administer any 
agreement, no matter how complicated. 

The range of Chase Manhattan trus- 
teeship runs from the nation’s biggest 
toll roads to its most expansive utilities. 
Chase Manhattan municipal trust cus- 
tomers extend to every corner of the 
free world. 

If you are an officer of a municipal- 
ity or a governmental unit, talk to the 
people at Chase Manhattan about your 
trusteeships. The address is Corporate 


Trust Division, 1 Chase Manhattan 
Plaza, New York 15. The telephone 
number—LL 2-2222. 


THE 

CHASE 

MAN 4ATTAN 
BANK 


CHARTERED IN 1799 
Member Federal Deposit Insurance Corporation 





WHO TELLS AN AUTOMATIC MACHINE WHAT TO DO? 





ENGINEERS DO. But now they are doing it 
a lot more easily and a lot more quickly 
than ever before. IBM computers are trans- 
lating blueprint information into numer- 
ical machine language for them. 


WITH AUTOPROMT, a new IBM computer program 
an engineer simply describes the shape of a three 


dimensional part to be machined—in English-like 


AUTOPROMT* language. An IBM computer cop 
verts this to the numerical instructions needed ty 


operate the machine. 
* AUTOmatic PROgramming for Machine Tools 





United Aircraft engineer writes 
description of helicopter gearbox 


cover... 


...in English-like AUTO- An IBM 7090 Computer Punched tapes feed num 
PROMT language which is translates AUTOPROMT state- ical instructions to milli 
punched into standard IBM ments to numerical machine machine which automatia 


cards for processing. language. 


produces the part. 
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rogram icp) AIRCRAFT CORPORATION, by using AUTOPROMT MULTIPLIES THE USEFULNESS of numer- 
















a threegf10PROMT on a helicopter gearbox ical control of machine tools. It cuts design and 
lish-likaet, Will be able to slash design-to-pro- machining time and frees engineers from conven- 
ter conggion lead time from three months to tional production limitations. It is one example, 
eded tqtwo weeks. In a recent test operation, among hundreds, of the new kinds of problems DATA PROCESSIN ty 
, 180 AUTOPROMT statements were business is solving with the help of IBM data proc- 
id; an IBM 7090 Data Processing essing systems. 
«nm produced the 8,000 necessary tool 
hinstructions automatically, 
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REFLECTING the average member's own 
conviction that the test of controllership 
is the degree to which it helps others in 
their daily tasks of managing and oper- 
ating the company, Controllers Institute 
of America invited the heads of other de- 
partments in three leading Chicago cor- 
porations to answer the question, How 
can the controller's department be most 
useful to me? Their responses empha- 
sized the reliance which business gener- 
ally has come to place on the financial 
executive. These were epitomized by one 
of the speakers—William G. Mason, vice 
president-marketing, the Quaker Oats 
Company, Chicago—who said, “The mar- 
keting organization could not operate 
today without the complete and active 
cooperation of the controller and his de- 
partment.” 

Addressing the Institute’s 30th Annual 
Conference, in the Palmer House, Chi- 
cago, Ill., which was sponsored by the 
Chicago Control, he told how his de- 
partment depends on the controller to 
help it discharge responsibility for 28 
different advertising budgets. “In order 
to fulfill this responsibility,” he explained, 
“our group product managers must have 
(1) detailed knowledge of production 
and fixed administrative factors; (2) 


THE CONTROLLER 


30th Anniversary Meeting 


MANLOVE 








Serious Sub 


control of variable and fixed marketing 
factors; (3) an understanding of the 
reasons for variation in these factors, and 
(4) they must use this knowledge to 
help maintain profits in line with corpo- 
rate policies. The only reliable source -for 
this information is the controller's depart- 
ment.” 

The moderator of the panel—Emory 
A. Manlove, vice president-operations, 
the Peoples Gas Light and Coke Com- 
pany, Chicago—outlined three ways in 
which the controller can make things 
easier for the operating officer. ‘The first 
is the transmutation of the conventional 
accounting reports into what has become 
known as ‘managerial reporting’ form,” 
he said. ‘Book value, unamortized residue 
and related items, while vital for taxation, 
regulation, etc.,"” have bearing on the 
relative prudence of optional actions 
available to operating management. The 
second area involves the design of ac- 
counting systems which provide a running 
operational audit or efficiency report to 
operating management. The third area in- 
volves the relationship of the company 
with regulatory bodies.” 

Another trio of helpful functions which 
the controller's department renders was 
described by Donald A. Potter, vice pres- 


(L. to r.) Mason, Potter, Peirce (presiding), Manlove (moderator 


Featured 
ects of Our Time... 


ident-electronics, Stewart-Warner  Elec- 
tronics Division, Stewart-Warner Cor- 
poration, Chicago, who observed, “The 
controller's department can be most use- 
ful by assuring that the controls and pro- 
cedures which we have established _to- 
gether are being followed throughout the 
plant. The second area lies in evaluating 
the future course of the business. Because 
of his broad perspective of the total op- 
eration, the controller is in the best posi- 
tion to project the future cost of opera- 
tions, particularly in the near term. 

“The third and most important func- 
tion of the controller lies in the field of 
creative thinking. For example, if we are 
to assure a steady growth in research and 
development, we need the guidance of 
the controller's department in developing 
new accounting methods relating to te- 
search and development.” 

Looking in from the outside, so to 
speak, a banker prescribed ways in which 
the corporate financial officer can improve 
dealings with his company’s commercial 
bank. Speaking at the Office Equipment 
Industry Round Table, he spelled out 
what information the controller should 
supply in regard to cash, accounts fe- 
ceivable and inventory. Equally impor- 
tant, he told the members attending, 1s 
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improvement of the “human equation,” 
ie., relations between the bank officers 
and top company personnel, and an un- 
derstanding of the company’s products, 
competitive position, production and de- 
livery capabilities. 

Depreciation reform was discussed at 
a general session and at the Public Util- 
ities Industry Round Table. Reporting on 
the Administration’s program, Jay W. 
Glasmann, partner in Ivins, a & 
Barker, Washington, D. C., predicted 
that relief on the basis of proven shorter 
lives than those to be developed by the 
Treasury's statistical study will supple- 
ment: the flat eight per cent credit pro- 
posal and the revised useful lives when 
the Code is amended. “The Treasury 
cannot possibly give full and proper ac- 
count to present and expected changes in 
technology, industry by industry and ma- 
chine by machine,” he said, “and put out 
schedules of new shorter lives to reflect 
such changes by early spring. The prob- 
lem is just too difficult. It requires anal- 
ysis in depth by qualified people on an 
industry-by-industry basis, by machine 
categories, as was done in the textile in- 
dustry. 

“If depreciation relief is to be granted 
beyond that which can be justified from 
the Treasury’s statistical studies, the 
Treasury seems to be saying that it is up 
to industry to prove its case for shorter 





GLASMANN—Tuesday session—speaking on depre- 
ciation reform 


lives. The nature of the proof required 
would seem to be on an industry-by-in- 
dustry basis. Presumably it will be done 
along the lines of that indicated briefly 
in the Treasury background statement on 
the new depreciation schedules for tex- 
tiles.” 

The case for price level adjusted de- 
preciation was stated as follows by F. War- 
ten Brooks, vice president-finance, the 
Cleveland Electric Illuminating Company, 
Cleveland, at the utilities meeting: 


1. Price level adjusted depreciation 
properly recognizes the costs of economic 
consumption of property in an inflation- 
ary economy. The integrity of the assets 
is maintained, and there is no diminu- 
tion or dissipation involved because of 
inaccuracies in measurement of the loss. 


2. No dilution of investor equity is 
involved in maintaining the amount of 
property and plant necessary to continue 
to do the original job. 

3. Earnings are properly stated. The 
hazard of unintentional payment of capi- 
tal in the guise of dividends is eliminated. 

4. With cost and earnings properly 
stated, a major cause of unsound pricing 
of the product under regulation would be 
eliminated. 

5. Income taxes are computed on true 
income. 


Use of the Consumer Price Index for 
adjusting depreciation allowances based 
on historical cost was advocated by D. F. 
McEachern, chief accountant, American 
Telephone and Telegraph Company, New 
York. ‘“The CPI fluctuates less and shows 
a smaller rise since 1940 than the price 
deflator of the GNP or almost any of the 
other available indices,” he explained. 
“It is a conservative expression of the 
existing degrees of inflation. In addition, 
it is the best known and accepted price 
index and has been used widely by gov- 
ernment, management and labor as a 
measure of the changes in the general 
value of the dollar. So it would appear 
that the CPI is the most suitable index 
to use in adjusting depreciation. 

“Taxing authorities may be loath to 
recognize price level changes in the tax 
law,’ Mr. McEachern cautioned, “if tax- 
payers plan to use this as a means of tax 
reduction while following historical cost 
on accounting on their own books. This 
situation can be obviated if any new 
legislation contained a provision that a 
taxpayer cannot use more liberal deprecia- 
tion methods for tax purposes than he 
uses on his books of account. Such pro- 
vision would protect the Government's 
tax revenues where a taxpayer uses de- 





BURGESS—Monday 


enterprise 


luncheon—speaking on free 


preciation methods which, although proper 
for the plant of another business, are 
more liberal than can be justified by the 
actual depreciation on the taxpayer's 


plant. This requirement would be a 
proper limitation because depreciation 
methods which are not sound for account- 
ing purposes should not be permitted for 
tax purposes.” 

“Operations Research Pays Off” was 





the subject of a general session led by 
John D. Pardee, partner in Arthur Ander- 
sen & Co., Chicago, with the following 
participants: Edward H. Bowman, asso- 
ciate professor of industrial management, 
Massachusetts Institute of Technology; 
James E. Townsend, manager, operations 
analysis department, Union Carbide Cor- 
poration, New York, and Leonard W. 
Swanson, manager, administrative serv- 
ices of Mr. Pardee’s firm. 

Mr. Bowman gave examples of multi- 
ple benefits obtained from specific anal- 
yses. One of them involved a warehousing 
problem, the answer to which was later 
used to determine whether branch plants 
should be used and save the company 
$200,000 a year by deciding in favor of 
fewer, larger plants. 

“The indirect, subsequent and unan- 
ticipated use of a careful study and its 
resultant ideas may well surpass its orig- 
inal reason for being,” Mr. Bowman 
pointed out. “As more and more opera- 
tions research studies are done, they will 
contribute to the body of knowledge from 
which it is possible to generalize. This 
ability to generalize from theory makes 
future studies easier, better, and—in some 
cases—unnecessary.”” 

Substantial savings in computer time 
through applications of Operations Re- 
search were reported by Mr. Swansén, 
who cited the example of a teed mznu- 
facturer faced with the problem of. miix- 
ing 25 to 30 different ingredients so as to 
meet all the nutrient and weight require- 
ments at the least possible cost, and to do 
it in time to take advantage of price 
fluctuations of the ingredients. Selective 
analysis showed that from 80 to 90 per 
cent of both the weight and the cost were 
concentrated in 10 or less ingredients. 

“A careful analysis was made to set 
absolute levels on some of the ingredi- 
the speaker said, “‘reserving the 
day-to-day linear programming approach 
for selection of the ingredients which ac- 
counted for a major portion of the cost. 
This immediately reduced the required 
matrix from size 25 by 40 to 10 by 30. 
This size reduction alone accounted for a 
reduction in the computing time to ap- 


ents,” 


(Continued on page 622) 
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Paul R. Langdon 


Approaching 
the 
Corporate 
Risk 
Manager 





e PAUL R. LANGDON, a director since 
1958 of Controllers Institute and vice 
president of the North Central Area, is 
manager- finance and accounting at Battelle 
Memorial Institute, Columbus, Ohio. He 
is a graduate of Ohio State University 
(B.Sc.) and holds a CPA certificate in 
Ohio and Illinois. He is a member of the 
Institute's Ethics and Eligibility Standards 
Committee from Region V1; a past presi- 
dent of the Columbus Control; and served 
as chairman of the Budget and Finance 
Committee, 1960-1961. 


IN RECENT YEARS there has been a grow- 
ing awareness on the part of business of 
potential liability and of possible prop- 
erty losses. This has resulted in much 
greater activity in the insurance field. 

One example is the more frequent 
practice of companies which contract with 
each other to exchange insurance certifi- 
cates. Hold-harmless clauses are requested 
and there are negotiations as to whether 
they should be eliminated or covered by 
insurance. When there is rented equip- 
ment, one wants to be certain that, in the 
event there is a fire, he is protected either 
by contract or by insurance. 

In the area of loss prevention, com- 
panies are inaugurating safety programs. 
They have established the office of the 
safety engineer with personnel to promote 
an educational program on loss preven- 
tion. 

The organization of the American So- 
ciety of Insurance Management is another 
example of interest in the insurance field. 
This is an organization of corporate in- 
surance buyers, who meet to exchange 
ideas and discuss mutual problems. The 
establishment of such an organization, 
and its rapid growth, indicate that there 
is a need for representation from the con- 
sumer’s standpoint. 


RELATIONSHIP BETWEEN 
AGENT AND RISK MANAGER 


The insurance agent in approaching the 
corporate risk manager does not need to 
do selling. Rather, it is his responsibility 
to point out the danger areas in which 
there may be a loss to the company. 

The agent can be valuable in making 
suggestions based upon his experience 
with other insureds and in dealing with 
insurance companies. He should suggest 
steps to be taken for loss prevention. As 
an example, sometimes it is advisable to 
install sprinklers and, at other times, the 
savings in premium would not justify it. 
Inspection of the premises and discussing 
the type of hazards with the safety officer 
will enable the agent to recommend the 
type of policy and the insurance company 
that would be the best for the insured. 

In the area of appraisals, the agent can 
be of value. In some cases it is advisable 
to use outside appraisal firms; in others, 
because of the peculiarity of the situation, 
the cost of the outside appraisal is not 
justified and book costs adjusted to cur- 
rent-day prices will be satisfactory. The 
agent should be able to make a recom- 
mendation in this area. 

Of course, the agent must be familiar 
with the various markets because many 
companies have unusual problems. The 
agent should be able to recommend when 
the FIA should be used, or Factory Mu- 
tuals and, of course, when it is advisable 
to go to Lloyd’s of London. Unfortunately, 





the National Association of Insurance 
Commissioners appears to be taking ac. 
tion towards excluding the use of Lloyd’s 
and other sources for insurance protec- 
tion. It would appear that, since the pri- 
mary function of the insurance commis. 
sioner is to protect the insurer, there 
should be no artificial restriction on avail- 
able markets. The insuring organizations 
in question, such as Lloyd’s, etc., are not 
those who may have their financial stabil- 
ity questioned. Such organizations are 
needed by the large purchasers of insur- 
ance and certainly such purchasers should 
be able to judge the financial stability of 
the insurer. 

The agent should be able to recom- 
mend the right type of fidelity insurance 
to fit the company’s particular operations 
and to give the experience of the insuring 
companies on losses so that the insured may 
have a good system of internal control. 

Based upon the experience of the larger 
companies, one might expect the agent to 
be an engineer and an attorney. Of course, 
this may be expecting the impossible. The 
knowledge of the agent on engineering 
problems can be of considerable value to 
the corporate risk manager. Similarly, he 
should have some legal background be- 
cause often he will discuss legal interpre- 
tation of the policies with the house 
counsel. 


ENTER THE NUCLEAR FACTOR 


The use of nuclear energy has also 
focused attention on the insurance field. 
Unfortunately, this started with the atomic 
bomb, which made many associate the 
use of nuclear material with the bomb. 
Naturally, this has had its effect on in- 
surance premiums. When relatively in- 
significant quantities of nuclear materials 
are handled, there is great concern, whereas 
other inflammable and explosive mate- 
rials are not given nearly so much atten- 
tion. The manner in which insurance for 
nuclear hazards is handled has created 
numerous problems. 

Ordinarily, in the liability field one 
can secure insurance to cover all areas. In 
the nuclear field, however, insurance ap- 
plies only while the material is practically 
in one’s possession. It becomes an ex- 
tremely difficult task to make certain that 
one is covered after the material has 
passed beyond his control. 


* * * 


The Planning Committee of Controllers 
Institute of America in a study this year 
has placed the insurance function either 
under the controller or the corporate treas- 
urer. This indicates that it is a part of the 
over-all financial function. The risk man- 
ager spends all or a part of his time on 
insurance matters and generally reports to 
one of the above two officers. 
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-| SECURITY 1S NO ACCIDENT 


The dependability of one of the world’s largest prestige insurance organizations is one of the reasons 
‘ P § 

lly § why Kemper Insurance companies are chosen by many of the nation’s top insurance buyers 

for Workmen’s Compensation, Boiler and Machinery, Fire and other important lines of insurance. 


has Join these others who have found that — you compliment yourself when you buy Kemper Insurance. 


Although we sell only through agents and brokers, we will be glad to give you 


full information through our special field representatives. Write to: 





mt LUMBERMENS MUTUAL CASUALTY COMPANY 
the | AMERICAN MOTORISTS INSURANCE COMPANY KEMPER 
on | FIDELITY LIFE ASSOCIATION (A Mutual Legal Reserve Company) INSURANCE 
* AMERICAN MANUFACTURERS MUTUAL INSURANCE COMPANY ® 
| FEDERAL MUTUAL INSURANCE COMPANY lai stalled 














READING 

FOR THE 
FINANCIAL 
EXECUTIVE 


MANAGEMENT USES 
OF ACCOUNTING* 


By Ralph F. Lewis 


Here is a rather refreshing book, writ- 
ten by a man who has an excellent under- 
standing of the complexities of account- 
ing, but who expresses himself in terms 
that should be readily grasped by all man- 
agement. Mr. Lewis has a style that makes 
for easy reading on a subject that is fre- 
quently dry and stuffy. 

The title of his book, Management 
Uses of Accounting, is followed by a far 
more descriptive subtitle—“Planning and 
Control for Profit.’’ In fact, title and sub- 
title might well have been reversed, be- 
cause the book goes far beyond the use 
of accounting in describing the basic tools 
of good management. 

Mr. Lewis begins with a chapter in- 
triguingly entitled “The Big Picture.” 
This introductory chapter clearly depicts 
the budget as the heart of good business 
planning. Beginning with the require- 
ments for imaginative advance planning 
and going through to the development of 
a flexible budget and to the use of break- 
even charts, responsibility accounting, 
and management by exception, the author 
effectively and yet simply outlines the 
broad ranges of his topic, emphasizing 
the all-important need for over-all plan- 
ning in business. 

The summary of this opening chapter 
also stresses the fact that the budget is 
only a tool and, as such, is effective only 
if used by management. All too fre- 
quently a business spends thousands of 
dollars designing and developing an elab- 
orate budget system only to let the sys- 
tem wither on the vine. Its management 
might better have developed just a simple 
budget control and really put it to use. 

The book then proceeds to discuss three 
simple accounting statements—Balance 
Sheet, Profit and Loss, and Application of 
Funds. This is perhaps the weakest chap- 
ter in the book, for certainly the uses and 
* Published by Harper & Brothers, 49 East 
33rd Street, New York 16, N. Y. $3.95. 
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limitations of conventional accounting 
statements warrant fuller coverage than a 
15-page dissertation on the three afore- 
mentioned statements. In fact, it might 
be said that in his dissertation the author, 
having touched earlier on the proverbial 
“green-eyeshaded” and “‘black-sleeved”’ 
bookkeeper of old-fashioned accounting, 
reverts to that same outmoded era of ac- 
counting. Certainly a well-prepared set of 
accounting statements has practically no 
limitations as a tool in the hands of an 
imaginative management man. 

Mr. Lewis devotes the next section of 
his book to those phases of a business 
which he terms “marketing and produc- 
ing the goods.’’ These phases are treated 
in a logical and fundamental manner. 
Starting with the necessity for a sales 
forecast and carrying on through the de- 
velopment of the sales budget, the author 
then covers direct-selling expense, adver- 
tising and promotion, and _physical-dis- 
tribution expenses. The last are considered 
to include transportation expenses, cost 
of warehousing, and cost of carrying in- 
ventory. In the author’s easy-to-read, but 
sometimes oversimplified way, he effec- 
tively points up the need for treating 
these costs as a package rather than meas- 
uring them separately. 

From here we move into the manufac- 
turing phase of the business and logically 
attack the control of materials, direct 
labor, and overhead. There follows an 
elementary discussion on the use of stand- 
ard costs and direct costing (or “‘in- 
cremental costing,” as it is called in the 
book). Case studies, while oversimplified, 
are effectively used to illustrate the value 
of such systems to a business. 

With the budgeting of the operating 
phases of the business accomplished, we 
now move into thhe control of research 
and development and into administrative 
costs. After a rather ineffective chapter 
on R&D comes a thought-provoking one 
on administrative expenses. While there 
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GORDON R. GRAHAM 


Controller 
National Supply Division 
Armco Steel Corporation 
Pittsburgh, Pennsylvania 











is little tangible material that could be 
extracted from the book and applied im. 
mediately, the author at least outlines 
many effective methods of controlling 
what can be and frequently is a loose 
area of expense. 

We then proceed to the field of capital 
budgeting. Here the author clearly de. 
scribes various methods of evaluating 
capital investments and illustrates them 
well with examples. Yet nowhere does he 
effectively outline a practical capital. 
budget program for his readers. 

The concluding chapter of the book is 
entitled ‘‘Push-Button Scientific Manage- 
ment—Is It Coming?” Here Mr. Lewis 
has reached the peak of his powers, for this 
chapter alone is well worth the price of 
his book. It is the most effective, most 
understandable presentation of modern 
techniques of management that the re. 
viewer has run across. As we examine 
these new tools of management so clearly 
described and so effectively illustrated, 
we cannot help feeling that truly the age 
of the green-eyeshaded bookkeeper has 
receded far into the past. 

Operations research, linear program- 
ming, inventory theory, replacement 
theory, scheduling theory, and statistical 
sampling are also covered. The author 
clearly points out that each can be an 
effective management tool when properly 
applied, but that never do they become a 
substitute for good management. 

Now, to steal the author’s style—Mr. 
Lewis provides a summary for each 
chapter—the reviewer will summarize his 
own reaction to the book. 

If the author is directing the informa: 
tion in his book to accountants in small 
companies or to those whose exposure in 
the business world has been limited or to 
management men whose background has 
been that of the specialist, then he has 
contributed a useful manual. 

For the accountant or other manage- 
ment man who has been exposed to the 
broad concepts now being acted upon in 
larger companies and in the more pro- 
gressive smaller companies, the book's 
one attraction is probably its excellently 
written final chapter. 

One must hope, however, that this is 
not Mr. Lewis’s last endeavor in the field 
of business writing, for he could certainly 
make a major contribution by expanding 
his scientific-management ideas into one 
complete book. 


FINANCIAL STATEMENT ANALYSIS* 
(Third Edition) 


By John N. Myer 


To the latest edition of this long- 
popular manual (first reviewed in THE 
CONTROLLER in January 1942), the au- 
thor has added a new chapter on the 
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price-level problem and more material 
on analysis for investment. 

In the first of the book’s two sections, 
he explains the nature of financial state- 
ments, describes the major problems 
encountered in analyzing and interpret- 
ing them, and reviews current financial 
statement procedure. The second sec- 
tion covers all the accepted methods of 
using financial statements to form opin- 
ions about the financial condition of a 
business for purposes of management, 
credit, and investment. 


* Published by Prentice-Hall, Inc., Engle- 
wood Cliffs, N. ]. $8.65. 


LEGAL STATUS OF EMPLOYE BENEFIT | 


RIGHTS UNDER PRIVATE 
PENSION PLANS* 


By Benjamin Aaron 


A study which discusses the rights of 
covered employes under private pension 
plans as they are affected by a number of 
variables, such as the specific terms of the 
plan and the manner in which they are 


7 communicated; the circumstances under 


which an employe’s alleged rights are 
daimed; the legal status of the plan, as 
determined by the courts in a given juris- 
diction; or the applicable provisions of 
state or federal statutes regulating the 
establishment or administration of the 
plan. 

It is one of a series sponsored by the 
Pension Research Council. The author is 
director of the Institute of Industrial Re- 
lations at the University of California, 
Los Angleles. 





* Published by Richard D. Irwin, Inc., 
Homewood, Illinois. $5.00. 


THE PROCESS OF MANAGEMENT: 
CONCEPTS, BEHAVIOR, AND 
PRACTICE* 


| By William H. Newman and 


Charles E. Summer, Jr. 


An introductory text for students of 


business operations. In it, the authors, 


# both of whom are professors at Columbia 
| University’s Graduate School of Business, 


= PROFIT 


attempt to “integrate . . . new insights 
from the behavioral sciences and decision- 


§ making theory with well-established ideas 


about the work of managers.” 


* Published by Prentice-Hall, Inc., Engle- 


@ wood Cliffs, N. J. $10.60. 





REDUCE COSTS 


@ in Sector, delivery, office, inventory, returned 
f goods, 


salesmen’s costs, equipment utilization, 
small orders, etc. A thoroughly tested system of 
Managerial Accounting, Controls, and Ideas 


fully described in 
ANALYSIS (1953); SUPPLEMENT 


@ (1956); additional forms, charts and studies; by 


Frederick M. Eisner, C.P.A.; $15 postpaid. 


Charles M. Eisner 
White Plains, New York 


16 Hotel Drive 
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Centralization vs. 


Decentralization 


in Organizing the 
Controller's Department 


How far decentralization should be car- 
ried in the controller’s department; factors 
influencing the effectiveness of the de- 
partment in providing high-quality in- 
formational service, performing the serv- 
ice effectively, and facilitating executive 
development, especially in controllership. 

$6.00 


The whole-dollar concept seen in the 
working systems of 14 companies selected 
for variety as to size and type of indus- 
try, complete with specific details and 
clear-cut procedures. Plus five informative 
articles in the appendices, a bibliography, 
extracts of government regulations per- 
taining to whole-dollar accounting, and 
an analytical summary. $7.50 


Whole-Dollar 
Accounting 


Business Experience 
with 
Electronic Computers 


A synthesis of what has been learned 
from EDP installations, based on the ex- 
perience of 17 companies. Covers the 
decision-making study; selection of equip- 
ment; company education and public re- 
lations; establishing an operating plan 
and a program timetable; programming, 
coding, testing, and conversion; operating 





the 


A non-technical report showing how EDP 
costs can be calculated for comparison 
with other data processing systems. In- 
cludes organizing the feasibility team, 
selecting areas for study, analyzing pres- 
ent procedures, determining equipment 
requirements and costs, installing the 
computer, operating costs, operations re- 
search. $4.00 


$5.00 


EDP center, and much more. 


Appraising 
the Economics of 
Electronic Computers 

















[] Centralization vs. Decentralization ($6.00) 


[] Whole-Dollar Accounting ($7.50) 





Send me: 
C] Business Experience with Electronic Computers ($5.00) 
(] Appraising the Economics of Electronic Computers ($4.00) 
ODA acscicsesicescsesesuisascesecssesesexescaneniensondcadscesensesioesees 
RNR 6: csccossievadscsteavacsssebieadirinsicnrecsssisespmuasecsvasidencia 
PRET NE  5coeiscacascuece cocssiecesevcouhsuiascbiatnsanteniuasesocduansid 





[ Check enclosed. 


CONTROLLERS INSTITUTE RESEARCH FO 


CD Bill me. 


Orders from outside continental U.S. and Canada must be accompanied by remittance. 


C Bill my company. 


UNDATION, 2 Park Ave., N.Y. 16, N.Y. 
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Let a team of recognized tax 


authorities help you solve 


your biggest tax problems 


Whatever your most pressing tax problem 
there’s likely to be a BNA TAX MANAGE- 
MENT Portfolio that covers the subject in 
depth and detail, giving you experienced com- 
mentary from the standpoint of the account- 
ant, lawyer and tax officer. 


Because every Portfolio probes into and 
breaks down unusually complex tax matters, 
only recognized tax authorities are selected 
as Special Consultants in the preparation 
of Portfolios. That’s why Leonard L. Silver- 
stein, Chief Editor, and his TAX MANAGE- 
MENT staff comb business, industry, leading 
legal and accounting firms, and educational 
institutions across the country for one of the 


best qualified persons in each of the fields to 
be covered. 


And, in addition to analyzing a specific tax 
problem, every Portfolio features a complete 
set of Working Papers which enables you to 
apply this knowledge and understanding to 
your own particular situation. 


The combination of these Portfolios and 
the bi-weekly Memorandum, representing the 
wide-ranging ideas and opinions of BNA’s 
famous Advisory Group on Tax Manage- 
ment, gives you unparalleled coverage both 
in depth and breadth—information you can 
rely on and use, whatever your tax interest. 


To get complete details, write: Department 698 


q 
* The Bureau of National Affairs, Inc. 


BNA 


1231 24th Street, Northwest e Washington 7, D. C. 
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“Management Services” division . . . 
“Management Controls” department . 
“Management Consulting” staff . . . 


THESE ACTIVITY TITLES appearing in the 
fnancial news about long-established ac- 
counting firms are just another example 
of organizational diversification and ex- 
ansion into new territories. The ac- 
celerating trend for offering nonaccount- 
ing services has gathered momentum ever 
since the end of World War II and re- 

rted figures now credit the “Big 
fight’’* with deriving from five per cent 
to 30 per cent of the firms’ total annual 
revenue from management consulting as- 
signments. 

The field first entered was that of 
surveying paperwork done by white-collar- 
dass workers, followed by the installation 
of work standards and paperwork flow 
ystems. Some were called in on labor- 
management discussions to properly give 
financial facts for collective bargaining. 

As postwar expansion of plant and 
equipment loomed, accountants stepped 
into layouts for streamlined factories, into 
arbing manufacturing costs, and into the 
development of new products for addi- 
tional profits. They stayed on to have a 
ay in marketing, warehousing, and dis- 
tribution problems. 

Then along came the battery of ‘‘elec- 
tronic brains’ to open up a vast field of 
services that include not only accounting 
techniques but analysis of manufacturing 
josts and inventory records, approaches to 
faster information for management's use, 
ind the introduction of systems and pro- 
edures for implementing their recom- 
mendations. 

Now the larger firms have moved into 
vill rarer air—consulting on budgets, 
operations research, and the forecasting 
of sales. One member of a Big Eight firm 
is quoted by the Wall Street Journal as 


* Arthur Andersen & Co.; Ernst & Ernst; 
Haskins & Sells; Lybrand, Ross Brothers & 
Montgomery; Peat, Marwick, Mitchell & Co.; 
@Ptice Waterhouse & Co.; Touche, Ross, Bailey 
& Smart; and Arthur Young & Co. 


To Be or Not To Be—consultants or accountants 


saying that they have been giving manage- 


ment advice, on a limited scale, for a 
great many years and that in their files 


there is a consulting job dated 1898! 


Most accountants, however, agree that 
the spurt in their consulting work since 


the War has been promoted by the post- 


war phenomenon of business becoming 


more complex, more highly mechanized, 
and more competitive. As daily problems 


became more complicated, management 


turned naturally to the group of men 
who, through handling their audits over 
a period of years, knew all the ins and 
outs of the company’s operations best. 
They felt that the accounting firms had a 
continuing interest in the business that 
was not concerned merely with financial 
remuneration. 

This giving of nonaccounting advice, 
while it disturbs some old-line partners in 
accounting firms of long standing and 
distresses competitive management con- 
sultants, continues to grow and the sus- 
pected danger inherent in planning what 
might not turn out as planned, the two- 
hat job of advising and then auditing 
one’s own work, and the lessening of 
old-fashioned “bread-and-butter” auditing 
of corporate balance sheets, has not held 
back the large and smaller firms from 
taking a fling in what Robert Ettlinger of 
the AICPA calls “this hifalutin field of 
management advisory services.” 

There is even indication that the ac- 
counting firms have encroached on the 
employment field and have “head hunters” 
rounding up top-management executive 
talent for their clients. Their own staffs 
of experts, some totaling 100 or more, 
have been recruited among men with pro- 
fessional know-how in law, taxes, market- 
ing, production, foreign trade, and even 
psychology for personnel work. Their 
advice has achieved savings for America’s 
largest companies that run into the mil- 
lions of dollars, according to their spokes- 
men. The plodding and exact accountant 
now has become the all-round business- 
man on “big time” and is showing quite 
some promise of ever-greater success. 











CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE CONTROL- 
LER, Two Park Avenue, New York 16, N. Y., before the 
first of the month to affect the following month's issue. For 
instance, if you desire the address changed for your Febru- 
ary issue, we should be notified of your new address before 
January 1. Be sure to include your postal zone as well as 


your old and new address. 
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These are some of the recognized 


tax authorities who act as Special 


Consultants in the preparation of 


BNA’s TAX 
MANAGEMENT 
PORTFOLIOS 


LEONARD L. 


SILVERSTEIN 


Chief Editor 


Richard Wertheimer 
Editor 


Russell K. Bolton, Jr., 
Attorney « Olwine, Con- 
nelly, Chase, O’Donnell 
and Weyher e New York, 
New York 


Marvin A. Chirelstein, 
Professor of Law e Rut- 
gers University Law 
School e Newark, New 
Jersey 


Reuben Clark, Jr., Attor- 
ney e Wilmer and Broun 
e Washington, D. C. 


Mark |. Cohen, Attorney 
Kaye, Scholer, Fierman, 
Hays and Handler e New 
York, New York 


John J. Cordner, Certified 
Public Accountant e Fort 
Myers, Florida 


Sheldon |. Fink, Attorney 
Sonnenschein, Levinson, 
Lautman, Rieser, Carlin 
and Nath e Chicago, Il- 
linois 


Victor H. Frank, Jr., At- 
torney « Webster, Shef- 
field, Fleischmann, 
Hitchcock and Chrystie 
e New York, New York 


John A. Gray, Attorney 
Lord, Day and Lord e 
New York, New York 


Richard L. Hirshberg, As- 
sistant General Counsel 
National Coal Associa- 
tion e Washington, D. C. 


John B. Huffaker, Attor- 
ney ¢ Rawle & Hender- 
son e Philadelphia, 
Pennsylvania 


Richard A. Katcher, At- 
torney « Ulmer, Berne, 
Laronge, Glickman and 
Curtis « Cleveland, Ohio 
Charles Kerester, At- 
torney e Jones, Day, 
Cockley and Reavis 
Cleveland, Ohio 

Saul D. Kronovet, Attor- 
ney « Silverson and Gel- 
berg « New York, New 
York 

Matthew J. Kust, Attor- 
ney « Washington, D. C. 
Donald H. Larmee, As- 
sistant Vice President, 
Taxes @ Pullman, Inc. ¢ 
Chicago, Illinois 
Thomas V. LeFevre, At- 
torney « Morgan, Lewis 
and Bockius e Philadel- 
phia, Pennsylvania 


Herbert B. Levine, At- 
torney « Ulmer, Berne, 
Laronge, Glickman and 
Curtis e Cleveland, Ohio 


James T. Lyon, Financial 
and Tax Consultant e« 
Baltimore and Ohio Rail- 
road e Washington, D. C. 
Davis W. Morton, Jr., At- 
torney « Spering, Morton 
and Dutton e¢ Washing- 
ton, D. C. 

Richard A. Mullens, At- 
torney ¢ Silverstein and 
— e Washington, 
D. C. 


Frederic A. Nicholson, At- 
torney e Debevois, 
Plimpton and McLean e 
New York, New York 


Staney Ozark, Tax Coun- 
sel e Investors Diversi- 
fied Services, Inc. ¢ Min- 
neapolis, Minnesota 
Maurice Peloubet, Certi- 
fied Public Accountant e 
Pogson, Peloubet & Co. 
e New York, New York 
William G. Reiff, Attor- 
ney « Yonkers, New York 
Raymond Rubin, Attor- 
ney « New York, New 
York 


Cchi 


Tax Consultant « Balti- 
more, Maryland 


John Scott, Attorney « 
Lewis, MacDonald and 
Varian ¢ New York, New 
York 

Gerald H. Sherman, At- 
torney « Silverstein and 
= e Washington, 





John M. Sullivan, Attor- 
ney e Briggs and Morgan 
e St. Paul, Minnesota 


Wilma E. Van Deman, 
Attorney e¢ Silverstein 
and Mullens e Washing- 
ton, D.C 

Sidney C. Ward, Attor- 
ney e Anderson, Rush, 
Ward & Dean e Orlando, 
Fla. 

Stanley S. Weithorn, 
Attorney « Olwine, Con- 
nelly, Chase, O’Donnell 
and Weyher e New York, 
New York 

Herman Wolff, Jr., At- 
torney e Raleigh, North 
Carolina 
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THE SALARY WITH THE FRINGE ON TOP 


GROUP INSURANCE, now vital to the se- 
curity of well over 100 million Ameri- 
cans, was 50 years old this year. The 
world’s first group plan went into effect 
on June 1, 1911, over bitter opposition 
from within the insurance industry. It 
gave a death benefit equaling one year’s 
wages to the 121 employes of a small New 
Jersey leather factory. The revolutionary 
coverage averaged $700 per worker. 

Today in its golden anniversary year 
there is more than $175 billion of group 
life insurance alone in force. This pro- 
tection is owned by some 42 million em- 
ployes of virtually every United States 
company of importance. Millions more 
workers and their dependents have group 
protection against the costs of being sick 
or injured. 

According to the Equitable Life As- 
surance Society of United States, orig- 
inator of group insurance, it wasn’t until 
after World War I that mass coverage 
began to be widely used to protect work- 
ers against hazards other than death. 
Then group accident and health insur- 
ance, providing income to replace wages 
lost due to illness or accident, became 
popular. Ever since, private insurance 
companies have responded to the chang- 





ing needs of the working man by regu- 
larly developing new coverages. 


* * * 


This basic protection against economic 
woe for the employe is not an unmixed 
blessing from management's viewpoint. 
Employers are now looking for a new 
method that will keep the current 5-cents- 
an-hour cost of medical plans from jump- 
ing to 10 cents before 1970. An editorial 
comment by Edwin Shields Hewitt and 
Associates cites changes in the climate of 
medical care that call for investigation 
and emphasis: 

Many employers originally made the de- 
cision to pay medical care premiums (at 
the time when they were very low) in 
order to eliminate the payroll deduction 
nuisance or to give employes a token pay 
raise during the World War II period of 
frozen wages; later the decision was often 
prompted by employe or union pressures. 
As costs increased it was logical for em- 
ployes who were beneficiaries of this com- 
pany generosity to assume that employers 
would also absorb the higher costs to 
maintain the precedent of employer pay- 
ment of medical bills. 


According to the National Office Management Association’s 
annual survey on clerical salaries (a compilation of informa- 
tion provided by 9,000 companies covering some 600,000 
clerical employes) these employe benefits show changes 
over the past ten years as follows: 


Life Insurance Coverage: 


1951—provided by 84 per cent of companies 
1961—provided by 88 per cent of companies 
1951—28 per cent paid the full premium 
1961—41 per cent paid the full premium 


Hospitalization Coverage: 


1951—provided by 84 per cent of companies 
1961—provided by 97 per cent of companies 
1951—22 per cent paid the full premium 
1961—37 per cent paid the full premium 


Retirement Benefits: 


1951—provided by 57 per cent of companies 
1961—73 per cent of companies provided 
1951—53 per cent of the plans were contributory 
1961—44 per cent of the plans were contributory 





Over the years, while the employer 
minimizes productivity loss when sickness 
is treated in early stages, the covered em. 
plese is now hardly aware of what has 

een spent in his behalf when the respon. 
sibility for payment seems to be someone 
else’s concern. Management is caught in 
the wheels of rising costs which enmesh 
not only the employer but the patient, the 
doctor and the hospital. 

Since the continued availability of ade. 
quate prepaid medical care at reasonable 
prices may be at stake, this problem should 
concern the medical care consumer— 
whether his health care needs are per. 
sonally or employer financed. The em. 
ployer, however, may be in a position to 
exert a more positive influence on health 
care costs than the individual. 

There are a few basic principles funda. 
mental to the effective operation of the 
prepayment system, with which all con- 
cerned are in complete agreement. Among 
them are: 


* No individual should find it financially 
advantageous to be sick. 


* Prepayment plans should not be struc- 
tured to encourage unnecessary or exces- 
sive utilization. 


- Fees charged should not be influenced by 
the presence or absence of medical care 
protection. 


* The cost of medical facilities should not 
be amortized by requiring unnecessary 
utilization. 


The malfunctioning of the operation of 
present day plans includes flagrant abuse 
of a plan for a “rest cure”; out-of-line 
fees; and duplicate coverage if a husband 
and wife work for different companies 
with health care plans (double payment 
actually makes nth 0 care plans a form of 
bonus and to what extent does this encour- 
age higher charges ? A commonly accepted 
estimate is that 15% of paid claims are 
duplicated). Hewitt advocates a consider- 
able job of economic education if em- 
ployes are to use health care plans as they 
are designed to be used. 

A further way round is the installation 
of records of fees paid so some standard 
can be set upon which to test proper 
charges. A company with 2,000 employes 
could easily be transferring a quarter of a 
million dollars each year to any of a 
dozen doctors and two or three hospitals. 
In some communities, informal groups 
of representatives of the local medical 
society, hospitals, and industry are meet- 
ing to discuss common problems and 
search for solutions fair to all cooperating 
segments in a plan. 

Another area of exploration is indus- 
try’s role as a corporate citizen of the 
community. Planning and financing com- 
munity facilities requires executive and 
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administrative skills. Hewitt also advo- 
cates that members of business manage- 
ment should be encouraged to share their 
knowledge and experience—the kind of 
talent that spells ‘‘success’’ in the business 
world—through participation on boards 
of directors, planning commissions, or 
special citizen committees of local health 
facilities. To the degree that their skills 
contribute to the efficiency and produc- 
tivity of health facilities, some measure 
of influence may be exercised on the cost 
of medical care. 

A group effort among employers could 
establish channels of communication with 
doctors and hospitals so that a mutual 
exchange of problems and information 
can take place. 


* * * 


Still another facet of health care, 
brought forth by the Small Business Ad- 
ministration, is the inauguration of pre- 
ventive health programs. Less than 10 
per cent of the employers in all industry 
have preventive health programs, yet em- 
ploye illness and hospitalization cost in- 
dustry eight to ten times more than oc- 


] cupational injury and illness, according to 


anew SBA leaflet, ‘Health Checklist for 
Small Plants,” number 126 in their se- 
ties of Management Aids for Small Man- 
ufacturers. The in-plant doctor-nurse team 


q promotes health and care for illness 


among employes; enables study and pre- 
vention of occupational illness and in- 





The problems that have accompanied 
the mushroom-like growth of medical and 
hospital benefit plans are examined in a 
book, How to Get the Most Out of Medi- 
tal and Hospital Benefit Plans, published 
by Prentice-Hall, Inc., Englewood Cliffs, 
N. J. ($3.95), authored by Ruth and 
Edward Brecher. 

The book is designed for those indi- 
viduals, such as employers and union 
leaders, who are directly concerned with 
the purchase or provision of medical and 
hospital benefits for the more than 98 
million Americans who subscribe to them. 

The Brechers, a noted team of maga- 








tine writers, probe the major questions 
and present some possible solutions to 
such problems as alleged overcharging by 
doctors, use and misuse of hospitals and 
the over-all continuing rise in hospital 
and medical costs. 

The book gives a comprehensive pic- 
ture of the various kinds of voluntary 
health insurance today: Blue Cross, Blue 
Shield, insurance company programs and 
independent” plans, including prepaid 
gtoup-practice organizations. 

The authors describe different methods 


Gteveloped to seek solutions to the spe- 


fic problems arising under each type of 
plan. 
The material published stems from a 
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jury; reduces sickness; reduces employe 
turnover; improves employe relations; de- | 


creases beet and help « fim | 1 ACCOUNTING 
| EXECUTIVES 


benefits. 
$7,000 to $40,000 





International Telephone and Telegraph | 
Corporation, New York, recently an- | 
nounced the appointment of a regional | 
medical director who will be responsible | 


for oe : health maintenance 4 | aan commaineeh 
gram with emphasis on preventive medi- BUDGET DIRECTORS, 


cine. His program will cover ITT com- | 


lly SYSTEMS and PROCEDURES— 
panies in the nearby Jersey area. 


These are but a few of the many 
accounting executives continually 
in demand. 


* * * 


Employers, large or small committed | 
to pay a substantial part of rising expenses | 
incurred in company-sponsored health 
care plans suffer the effects of higher | 
labor costs and in turn higher prices; 
management has good reason for search- 
ing for ways to control the rising cost of 
health care. Control means the ability to 
forecast costs with reasonable accuracy; 
to spot variances from budgeted targets; 
and to take corrective action to exert a re- | 
straining influence on the factors that de- 
termine cost. Alternates such as redefining 
eligibility for coverage and redesigning | 
plan specifications to change the struc- 
tural basis of cost exposure need not be 
resorted to if the necessary delving is 
done to really know if a plan is perform- 
ing as the company wants it to or whether | 
it is falling short of the goal or overpro- 


viding. 


If you are interested in increased 
challenges, opportunities and in- 
come—and your record proves 
your ability in the financial and 
accounting fields, you are cor- 
dially invited to call or write 
for a private confidential evalu- 
ation of your present status— 
without cost or obligation. 


MR. P. BOROM 
DRAKE PERSONNEL, INC. 


29 East Madison Bldg. 
Chicago 2, Illinois 
Financial 6-8700 








¢ go > 


| 

FOR 
1960 Arden House conference sponsored | | op 
by the Foundation on Employe Health, | ° Tax 
Medical Care and Welfare, Inc. and the | ¢ Accounting 


Columbia University School of Public | ° 
Health and Administrative Medicine. | 
Forty-two management and labor leaders, 
doctors and representatives from hospi- | 
tals, insurance companies, medical and | 
hospital benefit plans and universities | 
participated in the conference. Co-chair- | 
men of the Foundation are John I. Snyder, 
Jr., president of U.S. Industries, and A. J. ° 
Hayes, president of the International As- | 
sociation of Machinists. 
The Brechers believe that there will be | 
a notable expansion of benefits to cover | 
an increasing proportion of the total | ° 
costs of illness to be willingly paid for by 
the participants. Thus employe benefit 
plans will probably play a more important 
role in the medical and hospital care pic- 
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ture during the decade ahead. STANDARD 
HEALTH INSURANCE: Are Cost and APPRAISAL 
Quality Controls Necessary?—In discuss- COMPANY 


ing outlook for voluntary health insur- 
ance plans, authors consider possible dan- 
gers to current employe benefit structure, of 
inflationary trends in health insurance. 
Single copies are available from the 
Brookings Institution, 1775 Massachu- 
setts Ave. N.W., Washington 6, D. C. 
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wg Now in operation 

g Available for immediate 
delivery 

ug Faster data processing 

a Increased system flexibility 


@ More compact files-fewer 
tape reels 
u@ Less tape changing 


Honeywell 800 standard magnetic 
tape systems have the highest data 
transfer rates 1n commercial opera- 
tion today — 96,000 digits per second. 
Extending this leadership, new field- 
tested Honeywell 800 high-density 
tape recording systems are now 
offered to customers as an addition 
to the Honeywell 800 product line. In 
this system: the recording density is 
1,112 digits per inch, each tape drive 
reads and records at a rate of 133,000 
digits per second, each reel of tape 
holds over a third more data. These 
new tape recording systems work 
with the same instructions, same 
programs, same software as standard 
Honeywell systems. They have the 
same unique automatic error-correc- 
tion feature, Orthotronic Control. 
They are already operating today in 
the field with the same exceptional 
reliability that is the hallmark of 
Honeywell systems. For more in- 
formation on the new high-density 
magnetic tape systems for Honeywell 
800, contact your nearby Honeywell 
EDP sales office or write today to: 
Honeywell EDP, Wellesley Hills 81, 
Massachusetts. Or Honeywell 
Controls Limited,Toronto 17,Ontario. 


Honeywell 
Hy) Cloctrouie Data, Prscessing 
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TOP MEN ... 


George C. Riegger has been elected 
president of Maule Industries, Inc., 
Miami, Fla. . .. American United Life In- 
surance Company, Indianapolis, Ind., has 
announced the election of Edward M. Karr- 
mann as president, effective January 1. 


PROMOTIONS ... 

W. V. Coffey is senior vice president 
and treasurer of Ambassador Oil Corpo- 
ration, Fort Worth, Texas. ... W. K. 
Bush has advanced to treasurer and as- 
sistant secretary of the Chicago, Burling- 
ton and Quincy Railroad Company, Chi- 
cago, Ill. . . . The election of David A. 
Edwards as vice president-finance and as- 
sistant to the chairman of Slick Airways, 
Burbank, Calif., was announced recently. 
. . . Paul E. Brodrick was elected to the 
newly created post of vice president-fi- 
nance of Ultrasonic Industries Inc., Plain- 
view, N. Y. 

Robert W. Borg was elected vice presi- 
dent-controller of Alexander & Alex- 
ander, Inc., New York. . . . Kaiser Steel 
Corporation, Oakland, Calif., has an- 
nounced the appointment of W. R. Riggs 
as assistant controller. ... Dante E. 
Broggi is treasurer and a member of the 
executive committee of American Meter 
Company, New York. ...R. Hoe & 
Co., Inc., New York, has elected R. Palmer 
Hollister as vice president-finance. .. . 
The elevation of Walter J. Short to senior 
vice president-finance and administration 
of Allegheny Airlines, Washington, D. C., 
occurred recently. . . . Robert N. Feltes 
was recently elected assistant comptroller 
of Royal McBee Corporation, New York. 
. . . The appointment of Curvin J. Trone, 


MR. RIEGGER 





MR. KARRMANN 


Jr. to the newly created position of opera- 
tions controller of Whirlpool Corpora- 
tion, Benton Harbor, Mich., was an- 
nounced recently. . . . Edwin C. Saiontz 
has been appointed comptroller of Na- 
tion-Wide Check Corporation, Baltimore, 
Md. . . . Martin Chooljian has been 
named controller of the Electron Tube 
Division of Litton Industries, San Carlos, 
Calif. 


ADDITIONAL DUTIES ... 


Karl G. Clement has become vice presi- 
dent-administrative services and corporate 
controller of the Reuben H. Donnelley 
Corporation, Chicago, Ill....W. A. 
Hands is now treasurer and controller 
and a director of National Casket Com- 
pany, Boston, Mass. . . . L. K. MacFar- 
land was recently named vice president 
and treasurer of Kingwood Oil Company, 
Oklahoma City, Okla. Mr. MacFarland 
is vice president of the Southern Area, 
Controllers Institute of America... . 
L. N. Omdahl is now controller and treas- 
urer of Omark Industries Inc., Portland, 
Oreg. . . . General Telephone Company 
of Florida, Tampa, Fla., has named John 
B. Renwick vice president and controller. 
. . . D. C. McConkey was elected secre- 
tary and treasurer as well as a director of 
Canadian Gypsum Company, Ltd., To- 
ronto, Ontario, Canada. Mr. McConkey is 
currently president of the Toronto Con- 
trol of Controllers Institute. 


NEW DIRECTORS ... 

Ross C. Merritt, secretary-treasurer, 
Data-Control Systems, Inc., Danbury, 
Conn., to his company’s board... . 
Andrew Lamb, treasurer, Montgomery 


MR. HANDS 











MR. H. W. FRASER, JR. 


Ward & Co., Chicago, Ill., to the board 
of Tower Acceptance Corp., Houston, 
Texas. 


HONORS TO... 


H. W. Fraser, Jr., general vice presi- 
dent, Citizens and Southern National 
Bank, Atlanta, Ga., who has been elected 
a director of Controllers Institute... . 
John H. Fennema, vice president and 
treasurer, Rhinelander Paper Company, 
Rhinelander, Wis., who was elected presi- 
dent of the Wisconsin Chamber of Com- 
merce. . . . Vernon Hinkle, president of 
the Bankers Investment Co., Hutchinson, 
Kan., who was elected president of the 
—— Finance Conference, Chicago, 
Ill. 

R. L. McVey, executive vice president 
of Tennessee Gas Transmission Co., 
Houston, Texas, who is now a member of 
the board of governors of the Iowa State 
University Foundation. . . . Charles H. 
Rodgers, vice president-finance, Consoli- 
dated Diesel Electric Corporation, Stam- 
ford, Conn., who was appointed to the 
Planning Council, Finance Division, 
American Management Association. . . 
Mario Hernandez R., finance manager, 
Mexicana de Aviacion, Mexico City, who 
was elected president of the newly organ- 
ized Instituto Mexicano de Ejecutivos de 
Finanzas, A. C. (Mexican Institute of Fi- 
nance Executives). . . . W. J. Penning- 
ton, business manager, Seattle Times, 
Seattle, Wash., who was named to the 
board of the Institute of Newspaper Con- 
trollers and Finance Officers. 


NEW CONNECTIONS... 


A. R. Atkinson is now controller of 
Varian Associates, Palo Alto, Calif... . 
Harry C. Bloomfield has become assistant 
controller of Humble Pipe Line Company, 
Houston, Texas. ... The election of 
John P. Buchan as vice president and 
treasurer of — Corporation, Red- 
wood City, Calif., was announced re- 
cently. . . . Bruce J. Campbell is now 
vice president and treasurer of Food 
Giant Markets, Inc., Los Angeles, Calif. 
. . . George L. Chamberlin was recently 
elected vice president and treasurer of 
Bell & Howell, Chicago, Ill. 





MR. CHAMBERLIN 
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MR. GREENWOOD 


George W. Fraser is now a partner of 
William H. Clark Associates, Inc., New 
York. . . . Vincent D. Donahue was 
elected vice president-finance of Colgate 
Palmolive Co., New York. . . . Armin 
M. Elbert recently joined R & V Johnson 
Inc., Milwaukee, Wis., as vice president. 
... F. A. Greenwood is now controller 
of Consolidated Stamp Mfg. Co. Inc., 
Spring Valley, N. Y. . . . Harold Heard 
has assumed the responsibilities as vice 
president-finance for Salem-Brosius, Inc., 
Pittsburgh, Pa. 

George H. Milne is the new controller 
of the Duriron Company Inc., Dayton, 
Ohio. . . . George J. Meyers, Jr. was 
elected vice president of Hofmann In- 
dustries, Inc., Sinking Spring, Pa... . 
The appointment of Frank Moothart as 
group controller, Litton Systems, Inc., 
Beverly Hills, Calif., was announced re- 
cently. . . . Lester Petchaft is now fi- 
nancial vice president of Dulany Foods, 
Inc., Fruitland, Md. . . . E. E. Rennhack 
is controller of Rexall Chemical Com- 
pany, Los Angeles, Calif... . The 
Dempster Mill Manufacturing Company, 


» Omaha, Nebr., has announced the ap- 


pointment of Richard J. Stanczak as 
controller. . . . William T. Stockton re- 
cently was appointed controller of Sure- 
Fit Products Company, Bethlehem, Pa. 
.. . Frank W. Welling is now a manage- 
ment consultant at Boston, Mass. 


COMPANY CHANGES... 


| Gordon C. Walker has been elected 
| vice president-finance of American Cyana- 
mid Company, New York, succeeding 
L. C. Perkinson who will retire in January. 
. . . John W. Hartley has succeeded Rob- 


MR. MOOTHART 





MR. RAST 


MR. STOCKTON 





MR. BULLEN 


ert A. Eccles as secretary-treasurer of 
Gladding McBean and Company, Los 
Angeles, Calif. Mr. Eccles retired from 
the company after 43 years of service. 
. . « Irving C. Smith, vice president of 
Monsanto Chemical Company, has trans- 
ferred to Italy to become deputy manag- 
ing director of Sicedison S.p.A., Milan, 
Italy. E. J. Cunningham, controller, will 
assume the financial communications re- 
sponsibilities at Monsanto which have 
been handled by Mr. Smith. 

L. E. Rast, assistant comptroller, of the 
American Telephone and Telegraph Com- 
pany, New York, was elected vice presi- 
dent and comptroller of Southern Bell 
Telephone Company, Atlanta, Ga... . 
International Business Machines Corpora- 
tion has announced the following changes 
in executive assignments: Richard H. 
Bullen was elected treasurer; Harry M. 
Sibley was elected assistant treasurer; 
Kenneth N. Davis, Jr. succeeds Mr. Sibley 
as controller. . . . George W. Schwer, 
assistant comptroller, Standard Oil Com- 
pany (New Jersey), was elected assistant 
controller of Humble Oil & Refining Co., 
Houston, Texas. 


NEW APPOINTMENTS .. . 


Clarence H. Adams is now vice presi- 
dent-finance and treasurer of the Kratter 
Corp., New York. . . . Henry J. Diet- 
trich is now cashier and comptroller of 
the Evanston Trust & Savings Bank, 
Evanston, Ill... . G. Harris Emig re- 
cently became vice president and treasurer 
of American Commercial Barge Line Co., 
Jeftersonville, Ind. . . . Joseph F. Farley 
is vice president and comptroller of New 
York State Electric & Gas Corp., Ithaca, 


MR. SCHWER 


MR. SIBLEY 


MR. SMITH 





MR. DAVIS 


New York. ... The appointment of 
C. F. Frederick as controller of Gladieux 
Corp. division of ABC Vending Corp., 
Toledo, Ohio, was announced recently. 
Tom Gabbert is division controller of 
Missile & Space Systems division of 
Douglas Aircraft Company, Inc., Santa 


Monica, Calif... . Northern Indiana 
Public Service Company, Hammond, Ind., 
has named A. P. Good as vice president 
and controller. . . . Frederic A. Henneke 
has been elected treasurer of Lunn Lami- 
nates, Inc., Huntington, N. Y. . . . John 
G. Katona was appointed controller of 
the Pottstown plants of the Doehler- 
Jarvis division of National Lead Com- 
pany, Toledo, Ohio. 

William J. Patterson has become treas- 
urer of Sperry Farragut Company division 
of Sperry Rand Corporation, Bristol, 
Tenn. . . . M. Stuart Rossler is vice pres- 
ident and treasurer of Kawecki Chemical 
Co., Boyertown, Pa. . . . The new con- 
troller of the Jeannette Glass Company, 
Jeannette, Pa., is John C. Swank... . 
Dean R. Williams has become comptroller 
of the First National Bank & Trust Com- 
pany of Kalamazoo, Mich. . . . James 
J. Cooney, Jr. was named to the newly 
created post of controller of Farrington 
Business Machines Corp., New Bedford, 
Mass. 


SPEAKERS ... 


Kenneth S. Kubik, treasurer, Glendale 
Federal Savings and Loan Association, 
Glendale, Calif., spoke on “Reports to 
Management” at the Western Regional 
Conference of Savings and Loan Control- 
lers at Sacramento, Calif., recently. 
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IN THE INSTITUTE’S 


30th Year 


THESE CONTROLS 
CELEBRATED, 
TOO . 


THE CONTROLLER 





1 HONORED GUESTS at the 25th anniversary 
celebration of the Twin Cities Control included 
charter members, area and national officials, as 
well as current officers. Seated (I. to r.) are: Ger- 
ald A. D. Smith, F. H. Peavey & Company (second 
VP, Twin Cities Control); J. Gordon Ross, North- 
western Refining Company (VP, Twin Cities Con- 
trol); E. J. Drenckpohl, Green Giant Company 
president, Twin Cities Control); and Richard A. 
Hughes, Minnesota Electronics Company (secretary- 
treasurer, Twin Cities Control). Standing (I. to r.) 
L. E. Felton, Green Giant Company (charter 
member); Leonard Zieve, the Toni Co. Div., the 
Gillette Company (president, Chicago Control); 
Herbert F. Walton, Allstate Insurance Company 
vice president, Midwestern Area); and Paul Haase, 
CIA managing director. 


2 CHARTER MEMBERS and past presidents (I. to 
r.) were: E. C. Peterson, John V. Page, F. D. Scott, 
George Wachholz, Clyde E. Hegman, L. E. Felton, 
E. J. Drenckpohl, Floyd C. Ashley, D. C. Stein- 
helber, R. A. Lee, A. E. Ahlberg, and C. W. Perrine. 


3. INSTITUTE OFFICIALS attending the 20th anni- 





versary celebration of the Hartford Control in. 
cluded (I. to r.): Harold L. Gebike, VP Northeastern 
Area: F. A. Pearce, first president of the Control; 
Alfred M. DeCicco, 1961-62 president of the Control; 
CIA President Arthur L. Boschen; Robert N. Wallis, 
former CIA president from the Boston Control; 
W. Joseph Littlefield, CIRF research director, who 
was the guest speaker. 


4 A GROUP of past presidents of the Hartford 
Control: Seated (I. to r.) Henry D. Fowler (1946-47), 
F. A. Pearce (1941-43); H. T. Huffield (1944-45). 
Standing (I. to r.): Louis H. Graham (1949-50); 
William Magowan (1954-55); C. Raymond Dodd 
(1958-59); Ernest J. Meuten (1950-51) & VP, CIA 
(1954-55); Walter E. Lucie (1959-60); Robert 
Athearn (1953-54); Charles *. Pendlebury, charter 
member and VP, CIA (1947-48). 


5 OTHER presidents of the Control attending 
were: John P. Frazier, Jr. (1960-61); Herman A, 
Papenfoth (1943-44); Shirley H. Kimmens (1948-49), 
John F. McGovern (1957-58); Alfred DeCicco 
(1961-62), 
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6 NORTHEASTERN Area Operations Committee 
which held a meeting in Hartford on the day of 
celebration: Alfred DeCicco; Leon A. Ridgway, CIA 
director; J. Leslie Harper, president, Rochester 
Control; Harold L. Gebike; James J. Treanor, presi- 
dent, Albany Control; Paul A. Wilks, CIA director; 
M. Bruce Tennant, president, Montreal Control; 
Frank P. Flint, president, So. Conn. Control; W. Jo- 
seph Littlefield, CIRF; Lawrence H. Pexton, presi- 
dent, Boston Control (1959-60) and Fred P. Batch- 
elder, VP, Springfield Control. 


7 CHARTER MEMBERS of the Richmond Control 
which was celebrating its 10th anniversary were 
honored guests along with Institute officers. With 
CIA Board Chairman Frank S. Capon (fifth from 
left) are (I. to r.): F. M. Armbrecht, Spencer L. 
Lott, J. K. Higdon, W. T. Brunot (Mr. Capon), J. M. 
Lowry, W. B. Thulin, and J. H. Armstrong. 


8 OTHERS ATTENDING the dinner included 
(seated): J. H. Armstrong, president, Richmond 
Control; R. W. Michie, area VP; and Board Chair- 
man Capon. Standing (I. to r.): C. E. Sener, Jr., 
president, D. C. Control; D. W. Potter, president, 


L. |. Control; F. F. Schantz, president, Newark 
Control; C. S. Strickler, president, Philadelphia Con- 
trol; W. E. Issel, president, Baltimore Control; 
L. Keith Goodrich, CIRF trustee; W. A. Walker, 
president NYC Control; J. J. Doyle, CIA director; 
W. B. Alexander, general chairman, 1962 Eastern 
Conference; and Paul Haase, CIA managing director. 


9 CHARTER MEMBERS of the Long Island Control 
were honored at a dinner meeting at the Hemp- 
stead Country Club. Seated (I. to r.): Lucius E. Rob- 
ertson; Edward R. Rimmels; Henry P. Dolan; David 
F. Devine; Daniel Potter, president, L. |. Control; 
and Frederick C. Gens. Standing (I. to r.): Theodore 
Gloisten, William J. Flood, Vincent S. Mallett 
H. C. Pillman, William G. Holman, Melville J. 
Roeder, Clifford N. Wade, Clarence B. Rex, and 
Pau! A. Reck. 


10 PRESIDENT BOSCHEN (center), 
speaker, talking with (I. to r.): Paul Haase, CIA 
managing director; John A. Paterson, chairman 
CIA Ethics and Eligibility Standards Committee; 
Potter; and R. W. Michie, VP, Eastern 


meeting 


Daniel 
Area. 





11 A CAPACITY CROWD attended the October 
meeting of the New York City Control to hear 
Leonard E. Read, president, Foundation for Eco- 
nomic Education. At the head table are (I. to r.): 
Clifton M. Watts, Reuben H. Donnelley Corp.; 
Alexander L. Stott, American T & T Company; 
J. McCall Hughes, Mutual Of New York; Paul 
Haase, CIA Headquarters; Vincent C. Ross, Pren- 
tice-Hall, Inc.; Mr. Read; Wilbert A. Walker, United 
States Steel Corp. (president of NYC Control); 
President Arthur L. Boschen, Richardson-Merrell 
ne.; L. C. Guest, Jr., General Telephone & Elec- 














| 
t 


s Corp. (president CIRF); Harold DeJager,* 
Oxford University Press, Inc.; Nelson T. Hamp- 

Lowe Paper Co.; and Warren M. Maule,* 
Cosmopolitan Shipping Company. 


Past presidents of the New York City Control. 


12 WILBERT A. WALKER (second from left), presi- 
Jent of the NYC Control, greets Arthur L. Boschen, 
esident of CIA. Flanking them are J. McCall 
ughes (left), past president of CIA, 1958-59, and 
Vincent C. Ross (right), past president of the In- 
titute, 1950-51. 
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CONTROLLERSHIP 2 action ° 


More and more companies are decen- 
tralizing decision-making for operations 
through establishment of fully integrated 
investment-profit centers. These centers 
are usually product oriented although they 
may be geographical. They are usually 
called operating departments or divisions. 


OPERATIONS CONTROL ACCOUNTING 


Controllers Institute Research Founda- 
tion has retained Professor David Solomons 
of the Wharton School, University of Penn- 
sylvania, to conduct a study and prepare a 
manuscript on “Operations Control Ac- 
counting.” This study has two principal 
objectives: (1) to identify the accounting 
practices used in measuring and control- 
ling the operations of decentralized inte- 
grated investment-profit centers, and (2) 
to indicate those which appear to be 
preferred from the point of view of logic 
and achievement of desired results. 

Some of the areas to be studied in the 
20 to 30 companies which will be visited 
in connection with this project are: 


1, Methods of charging divisions for 
the use of renewable facilities ; 

2. Conditions under which the bene- 
fits of research and development financed 
by one division are used by other divi- 
sions; 

3. Policy regarding charging or not 
charging cost of product for expenditures 
for improved processes when the division 
authorized a capital expenditure but head- 
quarters accounting decided to charge off 
the entire expenditure to expense to save 
tax dollars; and 

4. The pros and cons of having the or- 
ganization of operations conform strictly 
to the corporate structure. 


L. Keith Goodrich, executive vice pres- 
ident-finance and treasurer, McGraw-Hill 
Publishing Company, is the trustee moni- 











toring this project. The Steering Commit- 
tee consists of Donald P. Jones, chairman 
(comptroller, Sun Oil Company) ; L. Rus- 
sell Feakes (general controller and as- 
sistant treasurer, Johnson & Johnson) ; 
John E. Rhodes (controller, Sylvania 
Electric Products Inc.); Thornton R. 
Smith (controller-financial analysis, Johns- 
Manville Corporation) ; and C. R. Steg- 
maier (comptroller, Campbell Soup Com- 


pany). 
RIGHT ABOVE 


Max S. Simpson, controller, Socony 
Mobil Oil Company (center) who is 
chairman of the newly formed Panel on 
Corporate Disaster Policies of Controllers 
Institute, listens to suggestions from Insti- 
tute President Arthur L. Boschen, vice 
president-finance, Richardson-Merrell Inc. 
At the left is James P. Thompson, re- 
search associate, Controllers Institute Re- 


‘ search Foundation, who is serving as 


secretary of the panel. 


BELOW 


Members of the Newark Control of 
Controllers Institute participated in a 
seminar on electronic data processing held 
at Endicott, N. Y., at the offices of In- 
ternational Business Machines Corpora- 
tion. The October 2-4 seminar was another 
activity of the Roundtable on Electronic 
Data Processing established earlier in 1961 
by the Control to consider EDP ramifica- 
tions and its future effects on corporate 
control and finance functions. 

(First row) J. P. McKenna; K. J. 
Loughery; W. F. Terminello; E. L. Ho- 
gard, Jr.; R. E. Bowman; W. W. Scheu- 
plein; and H. C. Reese. 

(Second row) H. R. Ross; J. P. Gau- 
ghan; W. Landrigan; M. A. Thompson; 
C. B. Rittweger; S. Rankin; J. A. Son- 
nichsen; and D. D. Rost. 

(Third row) O. F. Michaud; G. E. 
Hallett; T. E. Lash; R. R. Behn; J. H. 
Tiedeman; M. C. Rue; and J. E. Justice. 
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Accounting Trends and Techniques 


Owners of American business afe re- 
ceiving far better annual reports today 
than in 1946 (the year the American In- 
stitute of Certified Public Accountants 
started a yearly survey) according to the 
findings of the 15th edition of “Account- 
ing Trends and Techniques,” a 300-page 
study of the annual reports of 600 in- 
dustrial and commercial corporations pub- 
lished by the AICPA. 

In general, annual reports are more in- 
formative, more intelligible, and more 
uniform in presentation. As a result, they 
are more reliable and more useful to the 
individual and institutional investor alike. 

Louis H. Pilie, outgoing president of 
the AICPA, at the 74th annual meeting 
cited these areas in which business man- 
agement and the accounting profession 
have cooperated to achieve more complete 
disclosure of financial affairs: 

Fully ——* financial statements 
were given by 72 per cent of the 600 
companies surveyed in 1960, compared 
with 27 per cent in 1946. Comparative 
figures are recommended by the Institute, 
Mr. Pilie said, because “statements for a 
series of periods are far more significant 
than those for a single period and the ac- 
counts for one period are but an instal- 
ment of what is essentially a continuous 
history.’ 

Summaries and highlights of financial 
data were presented by 87 per cent of the 
600 companies last year, compared with 
67 per cent in 1950 (the first year this 
type of information was tabulated). Such 
presentations, in general, either provide 
additional information, or they summa- 
tize or simplify certain financial and ac- 
counting information considered to be of 
particular interest to the stockholders. 

Many people find these helpful in in- 
terpreting annual reports, Mr. Pilie said. 

Notes to financial statements, with di- 
rect reference to related statements, were 
made by 77 per cent of the 600 com- 
panies surveyed, compared with 62 per 
cent in 1955 (the first year this informa- 
tion was tabulated). In the interest of full 
disclosure, Mr. Pilie said, companies use 
notes to cover important financial infor- 
mation not sire. We in financial state- 
ments. 

The term “earned surplus’ was re- 
placed by all but 174 of the 600 com- 
panies in 1960 in favor of others that 
clearly state the source of the surplus. In 
1948, 501 companies were using “earned 
surplus.” The Institute has recommended 
the use of “retained income,” ‘‘retained 
earnings,” ‘‘accumulated earnings,’ or 
“earnings retained for use in the business.” 

Other trends in financial reporting cited 
by Mr. Pilie werc 

While 560 o: the 600 companies pre- 
sented comparative earnings per share for 
two years or more, 64 per cent of these 
companies with a material change in 
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number of shares outstanding did not 
adjust figures retroactively for stock splits, 
dividends, conversions, and the like. Mr. 
Pilie said the Institute recommends retro- 
active adjustments where material, so that 
earnings per share will be related to the 
current stock position. 

A total of 233 companies referred to 
or implied the existence of long-term 


leases in their 1960 my soe However, | 


106 of these companies furnished no de- 
tails. The necessity for adequate disclosure 
in financial statements or notes of infor- 
mation on long-term leases has been em- 
phasized by the Institute, Mr. Pilie said. 

Of the 397 companies which indicated 
pension or retirement plans in operation 
during 1960, 84 companies gave no in- 
formation about costs. Mr. Pilie said ma- 
terial costs should be disclosed in foot- 
notes if reasonable provision has not been 
or is not being made in the accounts. 

The 1961 edition of “Accounting 
Trends and Techniques’ is available at 
$18 per copy from the American Institute 
of Certified Public Accountants, 270 
Madison Avenue, New York 16, N. Y. 


New AICPA President 


John W. 
Queenan, CPA, 
of Greenwich, 
Conn... was 
elected president 
of the American 
Institute of Cer- 
tified Public Ac- 
countants at the 
74th annual 
meeting recently 


held in Chicago, 








Ill. Mr. Queenan is managing partner of 
Haskins & SelJs, New York. He has 
served as a member or chairman of many 
of the AICPA committees, including the 
committees on accounting procedure, edu- 
cation, relations with the Bar, and ac- 
countants’ liability and liability insurance. 
He is a former vice president of AICPA 
and currently vice president of the New 


York State Society of CPAs. 








The scope of 


| LLOYD-THOMAS *&: 


APPRAISAL SERVICE 


*Property, cost and 
general accounting 


Appraisals for property ledger 


records . . . depreciation and ob- 
solescence studies . . . fixed asset 
accounts . . . intangible property 


valuations, good-will, trademarks, 
patents . . . continuous and up-to- 
date property records. 

In addition, Lloyd-Thomas ap- 
praisals meet all valuation needs 
for insurance, corporation finance, 
property records. 

For complete information, write 
Dept. CON. 


THE LLOYD -THOMAS co. 


Recognized Appraisal Authorities 
4411 Ravenswood Ave., Chicago 40, IIl. 


Representatives Coast to Coast 
First for Factual Appraisals Since 1910 














ACT NOW TO 

SAFEGUARD MANAGEMENT 
CONTINUITY AND 
PROTECT VITAL RECORDS 


® Stock solutions such as duplication and 
underground storage are nof the 
only answers. 


® Sound programs pay for 
themselves through important 
by-product savings. 


@ Explore the use of outside professional 
experience to save time and money. 
Avoid expensive pitfalls that breed a false 
sense of security. 


OXFORD 7-0290 
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30th Anniversary Meeting in Chicago 


(Continued from page 605) 


proximately one-third of that previously 
required. The next reduction in comput- 
ing time was made by the use of the dual 
theorem of linear programming. This re- 
duction amounted to another 50 per cent 
of the remaining time. At this stage, then, 
the computing time had been reduced to 
something less than 20 per cent of the 
original computing time with only minor 
losses in the full potential for savings.” 
After a system was developed to take 
advantage of the interrelationship of one 
feed formula to another, Mr. Swanson 





added, formulations which originally re- 
quired two hours on intermediate-sized 
computers were solved in approximately 
two minutes’ time—a reduction to less 
than two per cent of the original comput- 
ing time. 

Mr. Townsend demonstrated the utility 
of linear programming for solving prob- 
lems with multiple variables, such as that 
of optimum shipping combinations for a 
company which has 10 plants, 100 cus- 
tomer zones, 75 warehouses and four 
products which are sold in 450 sales ter- 








A PLEDGE THAT NEVER FAILS 


As the nation’s oldest and largest independent 
data-processing and computer service, we owe you an 


obligation. 


STATISTICAL is dedicated to solving your 
problems, not merely supplying machine time. We 
welcome the challenge to find the better way, the 
more economical process, the method that will make 
your personal efforts even more productive. To do 
this, we use the latest electronic facilities . . . 
including the 1401 data-processing systems. 


In a word, being your trusted ‘“‘friend in need”? is a 
responsibility we feel privileged to accept. A call to 
our near-by office will bring you the help 

you need any hour of the day. 
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ritories, each with its own seasonal de. 
mand and different costs of transporta. 
tion. ‘Perhaps linear programming has 
been oversold as a panacea for all man. 
agement problems,” he said. ‘However, 
it is an exceedingly useful tool and when 
properly utilized can yield much insight 
and useful information on complex prob- 
lems. There are many computer routines 
for solving LP problems, and they are 
available for almost all computers. The 
real challenge is in formulating meaning. 
ful problems and obtaining maximum 
mileage from the calculated information.” 

Controlling research and development 
expense was discussed at two industry 
round tables—Electrical Manufacturing 
and Machinery Manufacturing. The basic 
question was posed at the first-named by 
William E. Gallagher, controller, Buss- 
mann Manufacturing Division, McGraw- 
Edison Company, St. Louis. “It is easy 
enough to compare expenses with the 
budget,” he observed, “and decide 
whether the project cost is within the ap- 
propriation. But how do you know 
whether you are getting your money's 
worth? How do you know if you are 
spending enough? How do you judge 
whether the spending is in the right 
places? In other sections of the business, 
advertising, for example, there are ways 
to judge the effectiveness of your program 
by changes in the volume of sales, or by 
consumer surveys. But here we are deal- 
ing with projections into the future and 
with ‘shots in the dark.’ By the time your 
expenditures should be showing results, 
it is generally too late to do anything con- 
structive to remedy the situation.” 

His company’s division devoted to 
basic research—Thomas A. Edison Lab- 
oratories—has a budget which achieves 
a degree of control and some evaluation 
of results, the speaker said. The budget 
is so devised that 10 per cent of the funds 
may be spent on foreign ideas and litera- 
ture. Another 15 per cent is allowed for 
new projects initiated within the labora- 
tory group. The budget is reviewed by a 
top-management committee and by the 
president. Monthly reports are required, 
showing expenditures as compared to 
budget, but without tying allocations too 
closely to particular months. Periodic te- 
ports are required on the progress of the 
various projects and on work undertaken 
for the division. ‘This system has the ad- 
vantage of allowing the staff some ‘wild 
blue yonder,’’’ Mr. Gallagher com- 
mented, ‘without tying them down too 
much on spending.” 





A NEW APPROACH TO ; 
BUDGETING 


Write for Information 


McCORMICK & COMPANY 
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Underscoring the need for effective 
organization and control of product de- 
velopment, Kenneth F. Maxcy, Jr., man- 
ager-products development and market 
research, Pittsburgh Steel Company, told 
the Machinery Industry Round Table 
group, “Investment in product develop- 
ment carries with it a large element of 
risk—much larger than those usually at- 
tending capital expenditures. One recent 
survey Of nearly 1,000 new products 
shows that only 50 per cent of those in- 
troduced were successful, and that nearly 
80 per cent of the product development 
costs was dissipated on products aban- 
doned during development. This indicates 
a low quotient of efficiency. We are all 
exploring ways to improve this efficiency 
quotient and reduce the element of risk.” 

Suggesting ways to correct this condi- 
tion, William J. McLaughlin, controller, 
Crompton & Knowles Corp., Worcester, 
Mass., advised, ‘““The control of research 
and development projects by operation or 
phase provides the foundation for con- 








trol of the entire project. The best way 
operations or phases can be controlled is 
through submission by project engineers 
and receipt of phase reports by those in 
top management. Reporting should be the 
responsibility of each project manager 
who is assigned funds. The phase report 
provides a basis for determining how 
much was spent and, where practicable, a 
basis for evaluating and determining the 
estimated cost of completing the project. 
Progress reports should be compared to 
the original plan for the assignment and 
use of men, materials, accomplishments 
and money.” 

Jack A. Bump, chief accountant, Ma- 
chine Tool Division, Norton Company, 
also of Worcester, said that R&D costs 
are controlled through appropriation re- 
quests to the divisional operating board, 
supplemented by a departmental variable 
operating budget. The latter is necessary, 
he explained, because only a portion of 
the direct labor time is charged to R&D 
projects. ““The majority of the direct labor 
time is charged to other sources,” he 
said, “such as special customer develop- 
ment programs and programs for our own 
sales and other departments. The variable 
budget thus becomes an important tool 
for controlling costs which may be chan- 
neled to these non-R&D areas.” 

“An Audit of the Steel Industry’’ was 
presented at a luncheon session by the 
chairman of the Inland Steel Company, 
Chicago—Joseph L. Block. He traced the 
tise of hourly employment costs over a 
20-year period, during which they in- 
creased 322 per cent. “Hourly employ- 
ment costs in other steel-producing coun- 
tries ranged from 14 per cent of our costs 
in Japan to 34 per cent in Luxembourg. 
Is there any surprise we are concerned 
about foreign competition?” 

While output-per-manhour _ increases 
are the best solution to the problem, the 
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steelman said, they will be primarily de- 
pendent on the investment of capital in 
new and better methods and machinery, 
and this, in turn, is dependent on the in- 
dustry’s profitability. “The steel com- 
panies are taking vigorous steps to lower 
their costs,” he declared, “and are pur- 
suing more -aergetic and comprehensive 
sales and promotional campaigns. But the 
outlook for improvement is bleak indeed 
if the strength of a powerful union, aided 
and abetted by government, continues to 
push wage and benefit increases beyond 
the long-range average national produc- 
tivity gains, and if government uses its 
great power to keep the lid as tight as 
possible on price increases.” 

Other speakers at general luncheon ses- 
sions were Paul A. Conley, vice president, 
Blyth & Co., Inc., New York, who de- 
scribed the contributions being made to 
industrial and economic growth by in- 
vestment bankers, and Carter L. Burgess, 
president, American Machine and Foun- 
dry Company, that city, whose subject was 
“Let's Keep Free Enterprise New.” At 
the closing luncheon on Wednesday, No- 
vember 8, attended by the registrants’ 
wives as well as the financial executives 
themselves, Victor R. Short, president, 
Institute of Human Science, Chicago, 
discussed “What Makes Husbands So 
Peculiar ?”’ 

Arthur L. Boschen, president of the 
Institute, who is vice president-finance, 
Richardson-Merrell Inc., New York, con- 
ducted the annual business meeting and 
presided at the annual banquet. The pre- 
siding officers at the three luncheon ses- 
sions were, respectively, Frank S. Capon, 
vice president, Du Pont of Canada Lim- 
ited, Montreal, chairman of the Institute’s 
board of directors; L. C. Guest, Jr., vice 
president, General Telephone & Elec- 
tronics Corporation, New York, and 
president, Controllers Institute Research 
Foundation, and Charles F. Axelson, con- 
troller and assistant treasurer, United 
States Gypsum Company, that city, who 
was general chairman of the Conference 
Committee. 

Other chairmen of sessions, in their 
order of presiding, included: Leonard S. 
Zieve, treasurer, the Toni Company, di- 
vision of the Gillette Company, Chicago, 
president of the host Control; Herbert 
F. Walton, vice president, Allstate In- 
surance Company, Skokie, IIl., and Mid- 
western Area vice president; James L. 
Peirce, vice president-finance, A. B. Dick 
Company, Chicago, a past president of 
the Institute; and W. J. Arnold, vice 
president and comptroller, the Pure Oil 
Company, Chicago, who was chairman of 
the Program Committee. 

Innovations at the Chicago gathering 
included an art exhibit, presented by the 
Allstate Insurance Company, and a ‘‘Com- 
puterama” staged by participating manu- 
facturers of electronic data-processing 
equipment. 
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The Timing of Financial 
Policy (Continued from page 600) 


As the peak of the upswing approaches, 
the firm may properly sell equity securi- 
ties, replacing some of its debt. By selling 
equities near the peak of the upswing, the 
firm shall have been enabled to increase 
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CONTROLLER 
FINANCIAL EXECUTIVE 


Experienced controller of multiplant and multi- 
corporate manufacturing operations. Federal 
and various state taxation. Cost reductions. 
Systems and procedures. IBM. Budgets and 
planning. Seeks challenging position with ad- 
vancement opportunity. Age 37. Earnings $16,- 
000. Box 2531. 
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its equity base to the degree necessary to 
facilitate the sale of additional long-term 
debt money at the low point of the next 
business cycle. 

Although all the strategies of the tim- 
ing of financial policy are not encom- 
passed by this brief overview, it does 
serve to focus attention on the need for 
awareness of changes in the cost of dif- 
ferent forms of money during different 
stages of fluctuations in the level of busi- 
ness activity. 


CONCLUSIONS 


Optimal timing of business financial 
policy during cyclical swings may there- 
fore appropriately observe the following 
pattern. At the beginning of an upswing 
employ short-term funds to meet any 
fluctuating needs. Shortly thereafter, with 
sales of long-term debt, short-term fi- 
nancing can be paid off. It is important 
not to wait until the short-term rates 
exceed the long-term rates. By then the 
cost of long-term money will be high 
relative to its average rates over the busi- 
ness cycle. In addition, credit conditions 
will be relatively tight and credit terms 
will be relatively unfavorable. Thus while 
short-term rates are still lower than the 
long-term rates, it is advisable to use 
long-term money. 

During the upswing, somewhere near 
the middle of the recovery, price-earnings 
ratios will have reached their highest 
point. Equity funds can therefore be ob- 
tained at their lowest earnings-price costs. 
However, the prices of equity securities 
will continue to rise. Therefore, some- 
where between the peak in price-earnings 
ratios (the low in earnings-price ratios) 
and the peak prices of common stock, the 
firm can appropriately sell equity funds 
to retire long-term debt and prepare the 
firm for strengthening its financial posi- 
tion in contemplation of a business down- 
swing that may take place. 


Commercial Paper 
Market—1960 


Of the approximately 300 companies 
which used the commercial paper market 
to extend short-term borrowings in 1960, 
71 had net worth of more than $50 mil- 
lion, 36 had net worth between $25 mil- 
lion and $50 million, and six had net 
worth of less than one million dollars. 

Also 1960 figures, according to a panel 
which discussed money matters at the 
national convention of the American Fi- 
nance Conference, showed that 30 of the 
118 companies in the finance field which 
used commercial paper, were primarily 
small loan companies and 70 were pri- 
marily automobile sales finance companies. 

Among other companies reported as be- 
ing in the commercial paper market were 
130 manufacturing concerns, 35 whole- 
salers, 30 retailers, and six farm coop- 
eratives. 





CHRISTMAS 
GIFT SHOPPING 


from your own office 





For the business associates 
on your list—what could 
be more appropriate than 
a gift subscription to THE 
COMPTRGIEAE 0 wt es 
and how easy it is to take 
care of your business gifts 
by sending us your list 





of names and addresses 


NOW 


We'll do the rest. We'll 
notify each recipient that 
a subscription is being 
sent with your greetings. 


* 


HOLIDAY GIFT RATE 


Only $5.50 a year when 
you give two (or more) 
United States subscrip- 
tions. Add 50c a year for 
Canada and foreign. You 
may send us your check 
with your list—or we will 
be glad to invoice you. 


COVERS 
INTERESTS OF 
CONTROLLERS 

s 


FINANCIAL 
EXECUTIVES 
 * Lecletinalep » 





Write Box XS 
SUBSCRIPTION DEPARTMENT 


THE CONTROLLER 


Two Park Avenue 
New York 16, N. Y. 














THE CONTROLLER * DECEMBER, 1961 











The fol 


Account 
Acco’ 
To 
Our ‘ 
To b 
ani 
Accoun 


Lewi 
Anti-tru 
Whe 
Approa 
don, 
Art of 
Automa 
Avert | 
tures 


YUM 











YUM 






ss 





THE CONTROLLER, Volume XXIX—1961 





SUBJECT AND TITLE INDEX 


The following index of articles and other materials which have been presented in the columns of THE CONTROLLER in the twelve issues published 
during 1961 is presented with the thought that it will facilitate reference and make the material quickly available for study. 


Accountants: 

Accountant as part-time controller (the), 
Toan, Jr., Feb. 84 

Our own hall of fame, Sept. 446 

To be or not to be—consultants or account- 
ants, Dec. 611 

Accounting: (also see EDP) 

AAA, convention, Texas, Aug. 394; elects 
1962 officers, Oct. 497 

AICPA accounting trends and_ techniques, 
Dec. 621; elects John W. Queenan presi- 
dent, Dec. 621 

AICPA’S new rule disputed, Rapier (corre- 
spondence), Aug. 368 

Accounting procedures panel (CIA), Aug. 
386 

Common errors in costing, Dudick, June 28 

Direct versus absorption costing, Patrick, 
Apr. 167 

Funds statements and cash flow, Coleman, 
Dec. 592 

How to install a cost system, McNeill, Mar. 


Information retrieval as a controllership tool, 
Dilley, Apr. 174 
Must tax accounting fly in the face of ac- 
cepted accounting principles? Sporrer, Aug. 
384 
Randall hits the myth of the perfect bal- 
ance sheet, Jan. 46 
There is a fundamental error in absorption 
costing, Marple (correspondence), July 
314 
Transfer prices and profitability measure- 
ment, Boyd, Feb. 88 
What can be done to accelerate the public 
accountant’s certificate? Huss, Apr. 206 
Air Force reports advance in programming, 
Jan. 48 
An income tax whodunit, Munson, Nov. 550 
An insurance manager reports to management, 
Lewis, Nov. 544 
Anti-trust, how to 
Wheeler, June 284 
Approaching the corporate risk manager, Lang- 
don, Dec. 606 
Art of merger (the), McKenna, July 322 
Automation and the messenger boy, Aug. 400 
Avert losses in three big dangers to new ven- 
tures abroad, Mar. 146 


live with regulations, 


Be happy when they gripe—when they don’t, 

beware, Ryan, Sept. 464 

Book Reviews: 

Changing dimensions of office management 
(the), American Management Associa- 
tion, Jan. 36 

Cost accounting: analysis and control, Shill- 
inglaw, Sept. 453 

Cost administration: cases and notes (ac- 
counting for cost control and product de- 
cision), Feb. 90 

Credit manual of commercial laws, 1961, 
Feb. 90 q 

Depreciation and replacement policy, Meij 
(ed.), Nov. 558 

Developing competent subordinates, Black, 
Aug. 391 








NOTE: Titles of major articles are followed 
by names of authors. 








Dynamic management in industry, Villers 
(Eisner), Jan. 36 

Electronic data processing ate 
Kaufman (Downing), July 456 

Employe discipline, Stessin, Apr. 190 

Encyclopedic dictionary of business finance, 
Mar. 145 

Executive control—the 
(Freeman), Aug. 390 

Federal income taxation: tax principles and 
tax planning, Holzman, Jan. 36 

Financial statement analysis, Myer, Dec. 608 

Goals for Americans (Farris), Mar. 144 

Guide to U.- S. government statistics, And- 
riot, Apr. 190 

History of public accounting in the United 
States, Edwards, Feb. 90 

How to communicate policies and instruc- 
tions, Cooper, Mar. 144 

Ideologies of taxation, Eisenstein (Godfrey), 
Nov. 554 

Lasser’s encyclopedia of tax 
Mar. 145 

Legal protection of private pension expecta- 
tions, Patterson, Apr. 190 

Legal status of employe benefit rights un- 
der private pension plans, Aaron, Dec. 
609 

Management organization and the computer, 
Schultz and Whisler, eds., May 240 


auditing, 


catalyst, Jerome 


procedures, 


Management uses of accounting, Lewis 
(Graham), Dec. 608 
Managerial statistics, Hanson and Brabb, 


July 338 

Men, money and motivation: executive com- 
pensation as an instrument of leadership, 
Patton (McFadden), Sept. 452 

Modern production management, Buffa, May 
240 

Organizing for international 
Stanley, Mar. 144 

Planning production, inventories, and work 
force, Holt, Modigliani, Muth, and Simon, 
Feb. 90 

Practical controllership (revised ed.), An- 
derson and Schmidt, May 240 

Price-level adjustments of financial  state- 
ments—an evaluation and case study of 
two public utility firms, Hendricksen, 
Nov. 558 

Profit planning for management, Lewis, May 
240 

Progress in operations research 
Ackoff, ed., May 240 

Readings in auditing, Johnson and Brasseaux, 
eds., Feb. 90 

Report of the commission on money and 
credit, Davault, Oct. 498 

Responsibility reporting, Axelson, ed., May 
240 

Role of debt in the economy, the, 
Aug. 391 

Scientist in American industry (the), Marc- 
son, Apr. 190 


operations, 


(vol. 1), 


Cooke, 





THE CONTROLLER........... a 


S + + 2 G8 * 62 Sw 0's O88 8. 6 & 6 06 Oe 8 eee 


Commercial paper market 
Common errors in costing, Dudick, June 280 
Community relations in a host country, Nov. 


Computers hold 


Sources and methods of international financ- 
ing, AMA report #59, Sept. 453 

Television business—accounting problems of 
a growth industry (the), Ogden (Shea), 
June 300 

The process of management: concepts, be- 
havior, and practice, Newman and Sum- 
mer, Dec. 609 

The role of anticipations and plans in eco- 
nomic behavior and their use in economic 
analysis and forecasting, Modigliani and 
Cohen, Oct. 506 

United States balance of payments position 
(the), Apr. 190 

Work improvement, Close, Jr., Feb. 90 


Book values are different for business and for 


the government, Jan. 48 


Budgets and budgeting: 


Budgets and home office expenses, Tracy, 
Mar. 128 

CIA budget and finance committee, Mar. 
140 

Management’s use of budgetary controls, 
Jones, May 226 


Business and business education: a joint ven- 


ture, Todt, Jan. 12 


Business and industry prepare for a KO, Nov. 


574 


Business and politics, La Cossitt, July 359 
Business plans for new plants and equipment, 


1961-1964, Aug. 402 


Capital expenditures: 


Leasing: a discounted cash-flow approach, 
McEachron, May 213 

Payback as an aid in capital budgeting, 
Dougall, Feb. 67 


Centralized time keeping, Aug. 401 
Challenge to business education (the): new 


horizons in education for business, Carroll; 
business and business education—a joint 
venture, Todt; education for tomorrow’s 
business, Donham, Jan. 9 


Change in average investor forces companies 


to step up communications job, Feb. 104 
1960, Dec. 624 


568 


Company, the executive, and the wife (the), 


Alihan and Cribbin, Jan. 26 


“Compulsory retirement a must,” says Randall, 


Feb. 95 


Computer-age control of office costs, Everman, 


Sept. 436 
their own (this electronic 
world), Feb. 92 


Computers join the billionaires (this electronic 


world), Feb. 92 


Compensation: 


Salary with the fringe on top, Dec. 612 
Thick, heavy fringe, Sept. 460 

Think! (job-hunting graduates), Aug. 394 
Top payers, top earners, Aug. 406 


Conflict of interest: 


Ethics for today’s business society, Higgins, 
Apr. 192 
Let the board member beware! Oct. 487 





 e DECEMBER 1961 





625 














New bill, Browne (correspondence), Aug. Detroit 25th anniversary dinner, May 243 Do department of defense pricing policies Cours 
370 Hartford 20th anniversary, Dec. 618 threaten the defense base? Holst, Dec. 583 Depr 
No universal solution, reports Controllers Houston 1961 southern conference executive Do foreign operations have a future? High. Do fc 
Institute committee, Apr. 192 committee meeting, Jan. 42; conference, tower, Sept. 424 ; : : tow 
Rules at Prudential, Oct. 511 May 244 Drug firm’s new retirement plan links pension Eurof 
Spotlight on “‘conflict of interest,” Jan. 38 Indianapolis reports retirement of Frederick to profit sharing, Jan. 56 Bn 
Consultants: M. Hadley, Feb. 95 Facto: 
How the consultant rates his worth to man- Long Island honors charter members, Dec. EDP: Feder 
agement, Peterson, Jan. 32 619 Air Force reports advance in programming, inc 
To be or not to be—consultants or account- Montreal universities accounting-department Jan. 48 Futur 
ants, Dec. 611 heads special guests at meeting, Mar. 153 Computer-age control of office costs, Ever. bul 
Consumer buying: Services gaining over goods, Newark members attend EDP seminar, Dec. man, Sept. 436 Inflat: 
Feb. 104 620 How data processing affects credit depart. con 
Control: New York City luncheon (Turner speaking), rent operations, Sanzo, Aug. 396 Sovie 
Computer-age control of office costs, Ever- Jan. 41; meeting of five accounting or- IBM forms specialist group to usher in new $15 
man, Sept. 436 ganizations, Feb. 94; conflict of interest computer era (this electronic world), Feb. Sovie 
Industrial research must be planned and meeting, Mar. 153; joint luncheon meet- 92 mit 
controlled, McFadden, Nov. 527 ing state CPA society, Mar. 153; Junior Influence of EDP on internal control (the), pro 
Controllers Institute: achievement winner, July 358; collegiate Fitzpatrick, Mar. 123 Testit 
Anniversary (30th) meeting Chicago, Dec. faculty meeting NYU, Nov. 568; ad- Little business goes big time, Feb. 86 hav 
604 dressed by Leonard E. Read, Dec. 619 Management looks at computopia, Browne, eig 
Area vice presidents, July 342; Michie elected Puerto Rico, 10th anniversary celebration, July 346 Towa 
area vice president, Sept. 438 Mar. 152 Rental vs. purchase of data-processing equip. eta 
Boschen, Arthur L., elected president of Richmond 10th anniversary; charter mem- ment, Divine, Sept. 430 Traci 
CIA, July 341 bers, Dec. 619 Education: 116 
Capon, Frank S., elected chairman of the St. Louis 25th anniversary dinner, Feb. 93 A practical approach to controllership edu- wS: 
board, July 341 Syracuse seventh annual controllership forum, cation, Aug. 410 Youn 
Corporate disaster policies, panel on, Nov. June 292 Challenge to business education (the), Jan. @ Freight, 
574; Dec. 620 Toledo past presidents presented with cer- 9 Funds s 
Eastern conference speakers highlight Ca- tificates, July 358 Education for tomorrow's business, Donham, 592 
nadian and foreign economic relations, Twin Cities celebrates 25th anniversary, Dec. Jan. 15 
May 230 618 Management aims in recruitment, Rowles, Governt 
New directors elected to serve on CIA board, Coping: it may get harder before it gets easier, Jan. 16 ent f 
May 242; Lillis and Glotzbach appointed, Oct. 486 Management training at du Pont, Hershey, Jan. « 
Sept. 438; Fraser elected director, Dec. Corporate giving: Aug. 376 
616 No squeeze on giving, Oct. 510 Management training at General Electric, @ How th 
North Central area conference, Sept. 450 Corporation: will it go the way of the schmoo Phillippe, Aug. 373 agem« 
Northeastern area conference, Aug. 388, (the) ? Capon, Mar. 140 New horizons in education for business, Car- @ How tc 
(committee) 395 Costs and cost control: roll, Jan. 9 Whee 
Planning committee recommends new eligi- Computer-age control of office costs, Ever- The lower echelon, Aug. 394 
bility requirements and a new name, May man, Sept. 436 Effective planning and evaluation of research @ Industri 
246 Cost of doing business and recording that and development expenditures, May 252 trolle 
Presidents of controls, Section I, July 349; you did, the, Aug. 404 Employes: Inflatior 
Section II, Aug. 405; Section III, Sept. Cost-cutting programs spread in industry, Be happy when they gripe—when they don't, trolle: 
454 Feb. 103 beware! Ryan, Sept. 464 Apr. 
Report of committee on conflict of interest, EDP reduces costs of social security reports, How worthwhile are suggestion programs? Influenc 
Apr. 192 Aug. 400 Aug. 412 Fitzp: 
Round tables, 20 industry planned, Oct. 496 How to install a cost system, McNeill, Mar. Ethics for today’s business society, Higgins, Insuran 
Southern conference hears economic analysts, 113 Apr. 192 An 
Apr. 178 New approach to reducing office costs, Mc- _ Executives: me 
Tax committee presents views to Congress, Geary, Apr. 186 Company, the executive, and the wife (the), Appr 
June 301 Planning office layout reduces rent costs, Alihau & Cribbin, Jan. 26 Lar 
Western conference speakers discuss inter- Aug. 400 Convention of pirates? Sept. 432 Salary 
national crises, economic trends, manage- Regulation of prices and profits, Tait, Nov. Motivations of an executive, Patton, Oct. @ Internat: 
ment training and mergers, June 286 540 484 ment 
Yoder, Roger A., director-at-large, July 341 Solving the small-order problem, Aug. 406 Our own hall of fame, Sept. 446 trolle: 
Controllers Institute Research Foundation: Stimulating interest in production personnel The open road to executive advancement, 286 
Guest, L. C., Jr. elected president, Sept. 439 in cost control, Mar. 142 Sept. 460 Interpre 
Officers and trustees, Sept. 439 Credit: Investm 
Studies: controllership in marketing, Aug. Commercial paper, Dec. 624 FRS buying in the open market seen as aid to Amer 
382; acquisitions and mergers, Aug. 406; Credit department operations, how data proc- economy, Apr. 208 Be 
operations control accounting, Dec. 620 essing affects, Sanzo, Aug. 396 Federal tax policy concerning foreign source Profit 
saa genre h ae income, Mar. 138 . Mc 
practical approach to controllership ed- ; ae was P Financial: 8: 1 
ucation, Aug. 410 ection sending, Ag Ot Critical look at lease financing, Gant, June @ Investm 
Controller's responsibility for forecasting a ies ee ee 274 Payba 
(the), Dowd, June 267 N 574. a . : Role of finance in selling, Kiessling, Apr. Do 
Information retrieval as a controllership ee 2 , 182 Rate 
tool, Dilley, Apr. 174 =enane enero i es The timing of financial policy, Weston, Dec. res 
Is the role of the controller shrinking? Gar- Do department of a fe policies 596 ‘ Is the 1 
rity, May 220 Pe sss mogpeme a ae Pay — “Translating” financial data for nonfinancial rity, ] 
Yes! ag ame belongs on the marketing pang ga ee s SNOW. TIS; executives, Scully, Sept. 442 é 
Pt cGann, Aug. 377 Revolution in the defense industry, Kerr, er the financial inquiries? Dec. poping 
Albany 10th anniversary dinner, Aug. 395 Z Dec. 388 ee Forecasting: 272 
Atlanta, Birmingham, Chattanooga, and U — defense contract thinking, Sept. Controller's responsibility for forecasting ea 
—— annual joint meeting of, Jan. entice (the), Dowd, June 267 ; ing 
Carolinas to be 54th control, Apr. 173; re- Depreciation and the nation’s future, Olds, oa mvediem- and snaranee om —_ 
: x. x 19; asting, Bartlett, Nov. 562 Mc 
ceive charter from Frank S. Capon, May Feb. 75 Foreign: 
243 ; Depreciation reform on the slate? July 350 American private investment abroad, von- Manace: 
Chicago luncheon honoring Thomas W. Nation’s present outmoded depreciation poli- Berg, Nov. 534 An it 
Bryant and Charles Z. Meyer, Feb. 94; cies (the), Carlisle (letter), Apr. 164 Avert losses in three big dangers to new fe 
panel discussion with financial managers Remedial proposals on depreciation rules, ventures abroad, Mar. 146 Mana 
from Israel, Apr. 198; seminar in con- Polk, Feb. 96 Canadian and foreign economic relations of Jan 
trollership, Aug. 410 Developing medium- and long-range forecast- the United States, speakers highlight, Maca 
Cincinnati 25th anniversary dinner, June ing, Bartlett, Nov. 562 May 230 Jul 
290; presentation of awards to three out- Direct versus absorption costing, Patrick, Apr. Community relations in a host country, Nov. Mana, 
standing students, Aug. 410 167 568 Au 
626 THE CONTROLLER * DECEMBER, 1961 Bf tHE co 


X%UM 


Olicies 
>C. 583 
High. 


eNSion 


nming, 
Ever. 
depart. 


n new 
), Feb. 


(the), 


rowne, 


equip- 


» edu- 
, Jan, 
nham, 
owles, 
rshey, 
ectric, 


_ Car- 


earch 
)2 


Jon’t, 
ams? 


gins, 
the), 
Oct. 
nent, 


d to 


urce 


June 
Apr. 
Dec. 
acial 


Dec. 
ting 
ore- 
yon- 


new 


; of 
ght, 


961 


Course in foreign careers, Aug. 394 

Depreciation over the border, Aug. 406 

Do foreign operations have a future? High- 
tower, Sept. 424 

European management center established in 
Brussels, Sept. 455 

Factors in foreign competition, Oct. 510 

Federal tax policy concerning foreign source 
income, Mar. 138 

Future of foreign operations, the: a late 
bulletin, Oct. 515 

Inflation at home and competition abroad: 
controllers conference, Apr. 178 

Soviet oil, a firsthand report on, Cram, Oct. 
513 

Soviet oil is in the news: A senate subcom- 
mittee studies the challenge to American 
producers, Oct. 516 

Testimony on proposed legislation on tax 
havens and taxation of earnings of for- 
eign subsidiaries, Landolt, Sept. 429 

Toward integrated worldwide company op- 
eration, Oct. 511 

Tracing profits overseas, Woodthorpe, Mar. 
118 

U.S. investments abroad, Nov. 538 

Young men go east, Mar. 146 








Freight, interchangeable, Aug. 401 
Funds statements and cash flow, Coleman, Dec. 
592 


Government surplus: Book values are differ- 
ent for business and for the government, 
Jan. 48 

How the consultant rates his worth to 
agement, Peterson, Jan. 32 

How to.live with the anti-trust regulations, 
Wheeler, June 284 


man- 


Industrial research must be planned and con- 
trolled, McFadden, Nov. 527 

Inflation at home and competition abroad: con- 
trollers conference hears economic analysts, 
Apr. 178 


Influence of EDP on internal control (the), 
Fitzpatrick, Mar. 123 

Insurance: 

An insurance manager reports to manage- 


ment, Lewis, Nov. 544 
Approaching the corporate 
Langdon, Dec. 606 
Salary with the fringe on top, Dec. 612 
International crises, economic trends, manage- 
ment training and mergers discussed at Con- 
trollers Institute Phoenix conference, June 
286 ; 
Interpreting the profit motive, Capon, Oct. 490 
Investment: 
American private 
Berg, Nov. 534 
Profitability index in investment evaluation, 
McEachron, Oct. 475 
U.S. investments abroad, Nov. 538 
Investment, return on: 
Payback as an aid in 
Dougall, Feb. 67 
Rate of return, Kintanar & Dougall (cor- 
respondence), Aug. 370 
Is the role of the controller shrinking?, Gar- 
rity, May 220 


risk 


manager, 


investment abroad, von 


capital budgeting, 


Leasing: 
Critical look at lease financing, Gant, June 

274 
Rebuttal to Zises’ comments on lease financ- 
ing, Rabun, Nov. 522 
Leasing: a discounted 
McEachron, May 213 


cash-flow approach 


Management: 
An insurance manager reports to manage- 
ment, Lewis, Nov. 544 
Management aims in recruitment, Rowles, 
Jan. 16 
Management looks at computopia, Browne, 
July 346 


Management training at du Pont, Hershey, 
Aug. 376 


THE CONTROLLER * DECEMBER, 1961 


XUM 


Management training at General Electric, 
Phillippe, Aug. 373 
Management’s use of budgetary controls, 


Jones, May 226 
What is the role of tax 
America’s multibillion 
complex ?, Sept. 460 
Marketing: 
CIRF to do study on marketing, Aug. 382 
Yes! the controller belongs on the market- 
ing team, McGann, Aug. 377 
Mergers: 
Art of merger (the), McKenna, July 322 
CIRF plans study on mergers and acquisi- 
tions, Aug. 406 
Place of scientific techniques in mergers 
and acquisitions (the), Crane, July 326 


management in 
dollar industrial 


New approach to reducing office costs, Mc 
Geary, Apr. 186 
New eligibility requirements and a new name 


recommended for Controllers Institute, May 
246 
Oil, a firsthand report on Soviet, Cram, Oct 


515 


Payback as an aid in capital budgeting, Doug 
all, Feb. 67 
Pension plans: 
Drug firm’s new retirement plan links pen 
sion to profit sharing, Jan. 56 
Salary with the fringe on top, Dec. 612 
Place of scientific techniques in mergers and 
acquisitions (the), Crane, July 326 
Planning: 
Business plans for new plants and equip 
ment, 1961-1964, Aug. 402 
Industrial research must be planned and 
controlled, McFadden, Nov. 527 
Planning office layouts reduces rent costs 
Aug. 400 
Problem of research evaluation 
Feb. 78 
Profit and profit planning: 
Company growth through profit planning 
North Central conference, Sept. 450 
Expectation of profits, Funston, Oct. 491 
Interpreting the profit motive, Capon, Oct 


(the), Oxley, 


490 

Profit control and excess capacity, Rothwell 
May 232 

Profit percentages and sharing ratios, Dec. 
586 


Profitability index in investment evaluation 
McEachron, Oct. 475 

Red-flagging trouble spots, Lewis, July 330 

Regulation of prices and profits, Tait, Nov 


540 
Role of finance in selling (the), Kiessling, 
Apr. 182 


Quote from a credo (JFK), Aug. 402 


Randall hits the myth of the perfect balance 
sheet, Jan. 46 


Red-flagging trouble spots, Lewis, July 330 


Regulation of prices and profits, Tait, Nov. 
540 

Remedial proposals on depreciation rules, 
Polk, Feb. 96 

Reports: 
An insurance manager reports to manage 


ment, Nov. 544 

EDP reduces costs of social security reports 
Aug. 400 

Report on the commission on money 
credit, Oct. 498 

What price paperwork?, Redman, June 294 

Research: 

As an investment, Oct. 511 

Battelle outlines contract research procedures, 
Jan. 56 

Can the research scientist acquire a manage 
ment attitude, Nov. 532 

Characteristic of our age, Bronowski, Nov. 
530 


and 


Industrial research must be planned and con- 
trolled, McFadden, Nov. 527 
Problem of research evaluation 
ley, Feb. 78 
Retirement, compulsory a must, Feb. 95 
Role of finance in selling (the), Kiessling, 
Apr. 182 


(the), Ox- 


Salary with the fringe on top, Dec. 612 
Services gaining over goods, Feb. 104 
Standardization: A significant factor in im- 
proving industrial productivity, Oct. 520 
Stimulating interest in production personnel in 
cost control, Mar. 142 
Stock: 
Money makes alma mater go, Aug. 394 
One out of five (employe stock), Oct. 492 
The case for stock splits, Oct. 510 
Surveys and Studies: 
Business plans for new plants and equip 
ment, 1961-1964, Aug. 402 
Change in average investor forces companies 
to step up communications job, Feb. 104 
Cost-cutting spread in industry, Feb. 103 
Depreciation reform on the slate?, July 350 
Effective planning and evaluation of research 
and development expenditures, May 252 
Employe benefits, Dec. 612 
More females in the labor force 
be assimilated ?, Oct. 514 
Soviet oil is in the news: A senate subcom- 
mittee studies the challenge to American 
producers, Oct. 516 
Spotlight on “conflict of interest,’ Jan. 38 
Treasury depreciation survey supports views 
of committee on federal taxation, Feb. 76 
What is the role of tax management in 
America’s multibillion dollar industrial 
complex 7, Sept. 460 


will they 


Who handles the financial inquiries, Dec. 
595 
Taxes 
An income tax whodunit, Munson, Nov. 550 


Depreciation and the nation’s future, Olds, 
Feb. 75 

Federal tax policy concerning foreign source 
income, Mar. 138 

Must tax accounting fly in the face of ac- 


cepted accounting principles? Sporrer, 
Aug. 384 

New rules in reporting 1960 income, Mat 
138 


Tax conference, University of Chicago, Aug. 
394; Tulane, Oct. 514 
Tax effect in financial analysis, the, Thulin, 
McEachron (correspondence), Aug. 366 
Tax highlights of 1960, Landman, Jan. 24 
Testimony on proposed legislation on tax 
havens and taxation on earnings of for- 
eign subsidiaries, Landolt, Sept. 429 
Treasury depreciation survey supports views 
of committee on federal taxation, Feb. 76 
What is the role of tax management in 
America’s multimillion dollar industrial 
complex ?, Sept. 460 
Chirsty industry, Aug. 407 
This electronic world, Feb. 92 
Timing of financial policy, the, Weston, Dec 
596 
Tracing 
118 
Transfer prices and profitability measurement, 
Boyd, Feb. 88 
financial data for 
Scully, Sept. 442 


Woodthorpe, Mar. 


profits overseas, 


‘Translating” nonfinancial 


execulives, 


What can be done to accelerate the public ac- 
countant'’s certificate ?, Huss, Apr. 206 

What does an economics department do?, Oct. 
510 

What price paperwork ?, Redman, June 294 

Who handles the financial inquiries, Dec. 595 


Yes! the controller belongs on the marketing 
team, McGann, Aug. 377 
(Authors Index on next page) 





1961 ee AUTHORS INDEX 





Alihan, Milla (with Cribbin, James J.), The 
company, the executive, and the wife, Jan. 


26 


Bartlett, Ray H., Developing medium- and 
long-range forecasting, Nov. 562 

Boyd, Robert W., Transfer prices and profit- 
ability measurement, Feb. 88 

Browne, Dudley, Management looks at compu- 
topia, July 346 


Capon, Frank S., Interpreting the profit motive, 
Oct. 490 

Carroll, Thomas H., The challenge to business 
education: new horizons in education for 
business, Jan. 9 

Coleman, Almand R., Funds statements and 
cash flow, Dec. 592 

Cram, Ira H., A firsthand report on Soviet oil, 
Oct. 515 

Crane, Roger R., The place of scientific tech- 
niques in mergers and acquisitions, July 326 

Cribbin, James J. (with Alihan, Milla), The 
company, the executive, and the wife, Jan. 
26 


Davault, James W., The report of the com- 
mission on money and credit (book re- 
view), Oct. 498 

Dilley, David R., Information 
controllership tool, Apr. 174 

Divine, William R., Rental vs. purchase of 
data-processing equipment, Sept. 430 

Donham, Richard, The challenge to business 
education: education for tomorrow's  busi- 
ness, Jan. 15 

Dougall, Herbert E., Payback as an aid in 
capital budgeting, Feb. 67 

Dowd, James, The controller's responsibility 
for forecasting, June 267 

Downing, David R., Electronic data processing 
and auditing, Kaufman (book review), July 
336 

Dudick, Thomas S., Common errors in costing, 
June 280 


retrieval as a 


Eisner, Frederick M., Dynamic management in 
industry, Villers (book review), Jan. 36 


Everman, A. F., Computer-age control of office 
costs, Sept. 436 


Farris, Thomas J., Goals for Americans (book 
review), Mar. 144 

Fitzpatrick, Robert J., The influence of EDP 
on internal control, Mar. 123 


Gant, Donald R., A critical look at lease fi- 
nancing, June 274 

Garrity, John T., Is the role of the controller 
shrinking? May 220 

Godfrey, Wilfred, The ideologies of taxation, 
Eisenstein (book review), Nov. 554 

Graham, Gordon R., Management uses of ac- 
counting, Lewis (book review), Dec. 608 

Griffin, John K., Stimulating interest in pro- 
duction personnel in cost control, Mar. 142 


Hershey, Rob-rt L., Management training at 
du Pont, Aug. 376 

Higgins, Thomas G., Ethics for today’s busi- 
ness society, Apr. 192 

Hightower, Dwight, Do foreign operations have 
a future? Sept. 424 

Holst, Helge, Do department of defense pric- 
ing policies threaten the defense base? Dec. 
5&3 

Huss, J. Wesley, What can be done to ac- 
celerate the public accountant’s certificate? 
Apr. 206 


Jones, Donald P., Management's use of budget- 
ary controls, May 226 


Kerr, James R., Technological revolution in the 
defense industry, Dec. 588 

Kiessling, J. R., The role of finance in selling, 
Apr. 182 


La Cossitt, Henry, Business and politics, July 
359 

Landman, J. Henry, Tax highlights of 1960, 
Jan. 24 

Landolt, Robert J., Testimony on proposed 
legislation on tax havens and taxation of 
earnings of foreign subsidiaries, Sept. 429 

Langdon, Paul R., Approaching the corporate 
risk manager, Dec. 606 

Lewis, Edward W., An insurance manager re- 
ports to management, Nov. 544 





Two Park Avenue, New York 16, N. Y.; 
New York 16, N. Y. 


° 


of each individual member, must be given.) 


capacity other than that of a bona fide owner. 


of frequency of issue.) 10,522. 





Statement Required by the Act of August 24, 1912, as Amended by the 
Acts of March 3, 1933, July 2, 1946, and June 11, 1960 (74 Stat. 208) 
Showing the Ownership, Management, and Circulation 


Of THE CONTROLLER published monthly at Brattleboro, Vermont, for October 1, 1961. 

1. The names and addresses of the publisher, editor, managing editor, and business managers are: 
Publisher, Controllers Institute of America, Two Park Avenue, New York 16, N. Y.; Editor, Paul Haase, 
Associate Editor, Benjamin R. Makela, Two Park Avenue, 


2. The owner is: (If owned by a corporation, its name and address must be stated and also immedi- 
ately thereunder the names and addresses of stockholders owning or holding 1 percent or more of total 
amount of stock. If not owned by a corporation, the names and addresses of the individual owners must 
be given. If owned by a partnership or other unincorporated firm, its name and address, as well as that 


Controllers Institute of America, Inc., Two Park Avenue, New York 16, New York. No stock or bond 
holders. Membership corporation, without capital stock. 

3. The known bondholders, mortgagees, and other security holders owning or holding 1 percent or more 
of total amount of bonds, mortgages, or other securities are: (If there are none, so state.) None. 

4. Paragraphs 2 and 3 include, in cases where the stockholder or security holder appears upon the 
books of the company as trustee or in any other fiduciary relation, the name of the person or corpora 
tion for whom such trustee is acting; also the statements in the two paragraphs show the affiant’s full 
knowledge and belief as to the circumstances and conditions under which stockholders and 
holders who do not appear upon the books of the company as trustees, hold stock and securities in a 


5. The average number of copies of each issue of this publication sold or distributed, through the 
mails or otherwise, to paid subscribers during the 12 months preceding the date shown above was 
(This information is required by the act of June 11, 1960 to be included in all statements regardless 


Sworn to and subscribed before me this 2nd day of October, 1961. 
MURRAY CANTOR, Notary Public 


security 


BENJAMIN R. MAKELA 
Publication Manager 


State of New York, No. 24-0555500. Quali 
fied in Kings County. 
(My commission expires March 30, 1963) 




















Lewis, Ronelio B., Red-flagging trouble spots,. 


July 330 









Marple, Raymond P., There is a fundamental 
error in absorption costing (correspond. 
ence), July 314 

McEachron, William D., Leasing: a discounted 
cash-flow approach, May 213; Profitability 
index in investment evaluation, Oct. 475 

McFadden, Duncan I., Men, money and moti. 
vation: executive compensation as an jp. 
strument of leadership, Patton (book te. 
view), Sept. 452 

McFadden, J. A., Jr., Industrial research must 
be planned and controlled, Nov. 527 

McGann, Thomas J., Yes! the controller be. 
longs on the marketing team, Aug. 377 

McGeary, Robert W., A new approach to re. 
ducing office costs, Apr. 186 

McKenna, William E., The art of 
(part I), July 322 

McNeill, Winfield I., How to install a cost 
system, Mar. 113 

Munson, G. Kibby, An income tax whodunit 
Nov. 550 ; 


merger 


Olds, Frank V., Depreciation and the nation’s 
future, Feb. 75 

Oxley, Norman, The problem of research eval- 
uation, Feb. 78 


Patrick, A. W., Direct versus absorption cost- 
ing, April, 167 

Patton, Arch, The motivations of an executive, 
Oct. 484 

Peterson, Robert C., How the consultant rates 
his worth to management, Jan. 32 

Phillippe, Gerald L., Management training at 
General Electric, Aug. 373 

Polk, James K., Remedial proposals on depre- 
ciation rules, Feb. 96 


Redman, Theodore G., What price paperwork? 
June 294 

Rothwell, W. S., Profit control and excess ca- 
pacity, May 232 

Rowles, C. Wesley, Jr., Management aims in 
recruitment, Jan. 16 

Ryan, Edward M., Be happy when they gripe 
—when they don’t, beware, Sept. 464 


Sanzo, Richard, How data processing affects 
credit department operations, Aug. 396 
Scully, V. W. T., “Translating” financial data 

for nonfinancial executives, Sept. 442 
Shea, Hamilton, The television business—ac- 
counting problems of a growth industry, 
Ogden (book review), June 300 
Sporrer, M. J., Must tax accounting fly in the 
face of accepted accounting principles? 
Aug. 384 


Tait, Lee C., Regulation of prices and profits, 
Nov. 540 

Toan, Arthur B., Jr., The accountant as patt- 
time controller, Feb. 84 

Todt, Hans C., The challenge to business edu- 
cation: business and business education; a 
joint venture, Jan. 12 ; 

Tracy, Robert M., Budgets and home office 
expenses, Mar. 128 


vonBerg, William G., American private invest- 
ment abroad, Nov. 534 


Weston, J. Fred, The timing of financial pol- 
icy, Dec. 596 

Wheeler, John T., How to live with the antt- 
trust regulations, June 284 

Woodthorpe, John D., Tracing profits overseas, 
Mar. 118 


Zises, Alvin, Critical of ‘‘a critical look . . .” 
(correspondence), Sept. 414 


THE CONTROLLER * DECEMBER, 196] 


































| 

































Spots,; 


mental 
spond. 


ounted 
ability 
75 
moti- 
an in. 
ok Te. 
1 Must 
er be. 
j 

to re. 
nerger 


A COst 


dunit, 


tion's 


 eval- 


| COost- 
‘utive, 

rates 
ng at 


lepre- 


vork? 
$$ Ca 
ns in 


gripe 


fects 
data 


— ac- 
ustry, 


1 the 
ples’ 


vest- 


pol- 
anti- 


seas, 





' 
325 HOLLENBECK street 


Now you can prepare any type of 
offset master by xerography . . . and 
from any original... even halftones, 
photographs, and solid areas. 

A new, improved plate, used with 
xerographic master-making equip- 
ment, provides an inexpensive sub- 
stitute for film negatives. It enables 
you to make all your offset paper 
and metal masters in your own plant 
...at tremendous savings in time 
and money. 

No special offset paper masters 
are needed. Use any paper-master 
material you have in stock. And just 
consider some other advantages: 

e hasy preparation of transpar- 
ent and translucent intermediates 


DYNAK INC. 











Now...prepare all your offset masters by xerography 
...even from halftones, photographs, and solid areas! 


for diazo reproduction ¢ speedy 
production of lantern slides ¢ long- 
er duplicator runs ¢ crisp, clean 
quality of runoff copies ¢ dry proc- 
ess, no darkroom, no wet chemicals 
¢ all colors copied, even reds and 
blues * present use of xerographic 
tone tray enhanced .. . at no extra 
cost * your own offset-duplicating 
department feasible ¢ confidential 
documents safeguarded. 

Let us show you how the new, 
improved plate can help you realize 
significant savings yearly when used 
with xerographic master-making 
equipment and offset duplicating. 

Write Xerox Corporation (for- 


merly Haloid Xerox Inc.) , 61-132X 
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Xerox Ltd., London. 
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THIS NCR ACCOUNTING SYSTEM pays for itself every year. 


H. A. WALTERS, PRESIDENT 
of Red Fish Boat Company. 


THIS FIBERGLASS HULL 
is a product of the 
Red Fish Boat Company. 


“Our NCR Accounting System 
saves us *6,000 a year... 


pays for itself every 12 months 


“As a growing company in a growing 
industry, we have found the use of 
modern machinery a necessity. One 
of our most profitable installations is 
an NCR Accounting System. 

“It has reduced our accounting 
month by 175 hours, thereby re- 
leasing key personnel for other im- 
portant duties. Our NCR System 
maintains up-to-date accounts re- 
ceivable records which greatly aid 
our credit department in collections. 


{?? 


— Red Fish Boat Company, Clarksville, Texas 


The System handles disbursements, 
receivables, cost-accounting, payroll, 
general ledger, 941-A and W-2 forms. 
“‘Each year our NCR Accounting 
System saves us $6,000, paying for 
itself every 12 months.” 
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: H. A. Walters 
 f President 
Réd#Fish Boat Company 


NCR GOES ALL THE WAY FROM ORIGINAL ENTRIES TO FINAL REPORTS. 
THE NATIONAL CASH REGISTER COMPANY, DAYTON 9, OHIO 
1,039 OFFICES IN 121 COUNTRIES * 77 YEARS OF HELPING BUSINESS SAVE MONEY 


Your business, too, can benefit from the 
many time- and money-saving features 
of an NCR Sysiem. NCR Systems pay 
for themselves quickly through savings, 
then continue to return you an extra 
regular yearly profit. Ask us about the 
National Maintenance Plan. (See the 
yellow pages of your phone book.) 
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